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ELECTRICITY TARIFFS IN THEORY AND 
PRACTICE ! 


1. INTRODUCTION 


THE peak-load difficulties now existing in electricity supply 
in Great Britain provide a good opportunity for reconsidering the 
problems of electricity tariffs. We shall study these problems 
both from the long-term standpoint of welfare economics and 
with the more specific purpose of discovering if and how changes 
in tariff policy can ease the difficulties of the moment. We shall 
ultimately recommend a type of tariff—the time-of-day tariff— 
which promises to be useful both as a theoretical solution and as 
a short-term expedient. Our treatment will involve theoretical 
as well as empirical arguments; those who want to extend our 
conclusions to different empirical conditions do so at their own 
risk. 

Most of our results have been put forward before; the vast 
literature on electricity tariffs shows so many different views that 
it would be difficult to be original in proposing tariff changes.” 
The present paper differs from most other papers in the field 
mainly in that it is addressed to economists and refers to contem- 
porary conditions. 

The exposition is divided into eight sections. The next three 
are mainly descriptive. In Section 5, with a marked break in the 
level of discussion, we go on to discuss the applicability of the 
marginal cost principle to electricity supply, and in Section 6 we 
consider its application. Section 7 contains some remarks on the 
peak-load problem and its partial solution. The main conclusions 
are re-stated in Section 8. 


1 This paper has greatly benefited from discussions with several officials of 
the industry and the Government Departments concerned, and with the author’s 
colleagues at the Department of Applied Economics. Only the author, of course, 
is committed to the views here expressed. 

* The most important works are D. J. Bolton, Costs and Tariffs in Electricity 
Supply (London, 1938) and W. A. Lewis, Overhead Costs (London. 1949), Chapters 
I-II; also the paper by Boiteux mentioned in Section 6 below. 

No..241.—vo., LXx1. B 
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2. Economic CHARACTERISTICS OF ELECTRICITY 


Two basic features of its market give electricity (together 
with a few similar goods) a special place from the point of view of 
pricing. 

First, it is economically impossible to store electricity in 
significant quantities. Since demand fluctuates sharply over 
time, this means that the capacity of each piece of capital equip- 
ment (power-stations, transmission lines, transformers, etc.) is 
determined by the highest demand which that particular piece 
of equipment is expected to have to meet at any given moment. 

Second, in practice electric current can be transmitted only 
by the distributors, so that consumers cannot resell their pur- 
chases. This makes it possible (though not necessarily advisable) 
to discriminate between buyers and (in conjunction with the first 
factor) to levy charges which are not proportional to actual 
consumption. 


3. Four Kinps or Costs 


In order to see how these circumstances affect tariff policy it 
is useful first to divide the costs of electricity supply into four 
categories according to their relation to output,! or more precisely, 
according to their behaviour under a small change in an aspect of 
output. 

A. Energy costs, which change if the number of kilowatt hours 
generated changes, other things remaining equal. These are 
mainly fuel expenses and current lost in transmission. 

B. Capacity costs, which depend on the anticipated maximum 
demand (in kilowatts) ? on the whole equipment or on parts of it, 
allowing for repairs and overhauls. They include not only 
interest, depreciation and maintenance of fixed equipment, but 
also wages and salaries of power-station operation and Grid 
control, as these will not usually depend on actual output. It 
is important to notice that the time of maximum demand is not 
the same everywhere. Because of the Grid all interconnected 
power-stations in Britain have a simultaneous peak, but a trans- 
former supplying a residential area, e.g., may well have a quite 
different peak time, and the same applies to transmission lines. 

C. Consumer costs, which are a function of the number and 
type of consumers. They will include the cost of meters, accounts, 
etc.; connections used by one consumer only (an important item 

1 This classification is generally accepted, though the terminology varies. 


? So-called ‘‘ power-factor”’ problems will not be discussed here because 
of their highly technical nature. 
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in rural areas); frequently also internal wiring if provided by the 
electricity undertaking. 

D. Residual costs, which do not belong to any of the above 
categories. When the latter have been properly calculated—they 
should not be assumed to be proportional to the determining 
quantity—tresidual costs will be a relatively small item in practice, 
comprising some expenses of management, etc. 

A few remarks on the actual magnitude of these cost categories 
will be made in Section 7. 


4. THe Principat TARIFF SYSTEMS 


Before we proceed to a more theoretical discussion of tariff 
policy, the most common types of tariff, selected from an almost 
incredible variety, will be briefly surveyed and their relation to 
costs indicated. 

The simplest type is the flat rate, where the amount paid is 
strictly proportional to total consumption. As this leads to 
obvious difficulties in the recovery of consumer costs from small 
consumers, a separate “ meter rent ”’ (not to be taken literally) is 
usually charged as well, which really is a first step towards the 
two-part tariff. 

A variation of the flat rate is the multiple tariff: different flat 
rates are charged according to the purpose of supply. This is to 
promote those uses of electricity, notably heating and cooking, 
for which there is little demand at the ordinary lighting rate. In 
the early days of electricity supply nearly all consumption was for 
lighting, which therefore was solely responsible for the required 
capacity at peak time, while for most of the day demand was 
practically zero. This situation made undertakings look for 
outlets for their spare capacity. They considered such supplies 
could be offered at a reduced rate because they would not require 
much additional fixed equipment, having a higher “ load factor ” } 
or a higher “diversity factor”? or both. The multiple tariff 
has the drawback of requiring two or more meters and circuits for 
each consumer. 

The two-part tariff has gradually replaced the flat rate as the 
predominant system for domestic consumers. It is in its turn 
a further development of the multiple tariff: the lighting flat 


1 The load factor is the ratio of the average demand over a period to the 
maximum demand at any time in that period. 

2 The diversity factor is the ratio of the sum of all individual maximum 
demands of a group of consumers or implements to the collective maximum 
demand of the whole group. The latter is usually lower (and never highor) because 
individual maxima tend to occur at different times. 
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rate no longer applies to observed lighting consumption, but to an 
assessed consumption very crudely estimated in advance on the 
basis of rateable value, floor area, number of rooms, etc. This 
part, called the ‘“‘ standing charge,” thus incorporates consumer 
costs and a large share of capacity costs. In addition, actual 
consumption is quoted at the “ running charge ” or “ unit price,” 
which has an obvious connection with energy costs. Although 
two-part charging has contributed enormously to the expansion 
of domestic supplies, its economic justification has frequently 
been disputed, and it will be argued below that its extensive 
application is one of the main causes of the present peak-load 
difficulties. 

An increase in flexibility over the two-part tariff is provided 
by the block tariffs. Here consumption is divided into layers 
(‘‘ blocks ”’) in each of which a different running charge applies, 
the charge being lower as consumption increases. Under a “ fixed- 
block tariff ” the size of the blocks is the same for all consumers, 
under a “ variable-block ” system it is determined in the same 
way as the fixed component of a two-part tariff. Block tariffs 
are attractive to people who do not want to be committed to 
periodical payments unrelated to actual consumption and yet 
want to secure quantity discounts. 

The maximum-demand tariff is the customary system for large 
and medium-sized industrial consumers. Each of the three main 
classes of costs is taken into account separately. The running 
charge is based entirely on energy costs; frequently a “ coal 
clause ’’ ensures that this relationship is maintained when fuel 
prices change. Consumer costs are included in a standing charge, 
which in addition varies with the maximum demand registered 
during an agreed period, thus reflecting capacity costs. 

There are evident advantages in the clear-cut relation between 
costs and charges thus achieved. The high cost of reliable 
maximum-demand meters, however, makes this type of tariff 
unsuitable for small consumers. Even where applicable it is not 
an ideal solution, for the capacity required by an individual 
consumer does not depend on his maximum demand but on his 
share in the collective maximum demand on generating and trans- 
mission equipment. If, to take an extreme example, a news- 
paper-printing firm takes nearly all its current during the night, 
this off-peak load will require no additional capacity, and its 
maximum demand has no significance for capacity costs. In such 
an obvious case due allowance will, of course, be made in practice, 
but more frequently the time of individual maximum demand will 
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be unknown. Generally speaking, however, factories will have 
their peak demand when collective demand is very high too, if 
not actually at its maximum, so this difficulty is not likely to be 
very serious. The typical collective peak, in fact, results from 
the coincidence of power demand (largely determined by normal 
working hours), lighting demand (dependent on sunrise and sun- 
set) and heating demand (which is heaviest on cold mornings). 
Since factories are considerable lighting consumers, and fre- 
quently use electric heating also, their individual peaks are caused 
in roughly the same way, and therefore unlikely to occur at 
moments of low collective demand. 

These are the principal tariff types. Within some systems 
there are further possibilities of variation, viz., by having different 
running charges according to the time of supply. This may be 
done by a time-of-day tariff, which will be discussed below, or by a 
seasonal tariff with lower rates in summer than in winter. Though 
used by some undertakings since before the war, the seasonal 
tariff is chiefly interesting because of its application to the short- 
lived ‘‘ Clow Differential.” 1 It was hoped to reduce the winter 
peak by an addition of 0-35d. per kWh on running charges for 
two-part tariff consumers, compensated by a reduction of 0-1d. 
during nine months of the year. The usefulness of the winter 
surcharge was rather doubtful on general grounds, as will be 
explained, and experiences after its introduction were so dis- 
appointing that it was abandoned after one winter. Nevertheless, 
it was a very instructive failure which points the way to a more 
promising solution. Consideration of the effects of the Clow 
Differential is made difficult by the lack of relevant statistical 
material,? but the following observations appear to be justified : 

(i) Any seasonal tariff is a very crude method for limiting 
peak demand, as demand approaches its maximum only within 
short periods of the day, and these are precisely the periods when 
the relatively inelastic lighting component is important. Space 
heating, which has a special responsibility for the present peaks 
on cold mornings, is probably more sensitive to price changes 
than lighting, but the elasticity varies with the time of the day, 


1 Proposed in the Report of the Committee to study the Electricity Peak Load 
Problem in Relation to Non-industrial Consumers (chairman, Sir Andrew Clow), 
1948, Cmd. 7464. 

* The reports of the B.E.A. and the Area Boards contain far less information 
than was previously published by the Electricity Commissioners. It would be 
highly desirable if the Area Boards published consumption figures for their sub- 
areas and districts. 

8 Cf. the graphs on pp. 260 and 264 of the First Annual Report (August 
1947—March 1949) of the British Electricity Authority. 
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and may be small on such mornings. Consumers will naturally 
economise at the times least inconvenient to them, and these are 
likely to be off-peak periods when no reduction of demand is 
required. This is confirmed by the B.E.A. Report (1947-49, 
para. 357), which states that peak loads remained the same but 
that off-peak consumption was adversely affected. 

(ii) The case for reducing winter demand in favour of summer 
demand is by no means as clear as may appear at first sight. It is 
true that the yearly peak normally occurs in winter, but on the 
other hand the available generating capacity is lower in summer 
because of overhauls and deferred repairs. Consequently, load- 
shedding is frequently necessary in summer, too.? 

(iii) The amount of the winter surcharge was comparatively 
small considering its purpose. More specifically, the inducement 
to replace electric heating by gas heating was probably quite 
insufficient. Its effect was also limited by administrative diffi- 
culties: consumers with slot-meters had to be exempted for 
technical reasons and the meter-reading period of three months 
to which it applied frequently did not coincide with the most 
critical winter months. 

(iv) There is a considerable lag in the influence of tariff levels 
on electricity demand,’ chiefly due to the fact that consumption 
requires complementary goods of a more or less durable nature. 
As the Clow experiment lasted only one winter, its negative 
results did not really prove anything at all, although they cast no 
doubt on the a@ priori considerations summarised above. The 
incomplete evidence derived from an insufficiently prepared 
expedient should not lead to the inference that practically possible 
tariff measures are useless in attacking the peak-load problem and 
that the only solution is to build more plant.® 


5. THe Mararat Cost PRINCIPLE IN ELECTRICITY 
SUPPLY 


The theory of electricity tariffs is a branch of welfare econo- 
mics; its object is to study the effects of various methods of 
charging on the welfare of those concerned. We shall therefore 
begin with a brief discussion of the marginal cost principle, which 
is intended to ensure that consumers can buy according to their 


1 B.E.A. First Annual Report, p. 259. 

* In an analysis of domestic demand on two-part tariffs in 1937-38, which it 
ie hoped to publish elsewhere, a lag of approximately two years was found. 

® As seems to be implied by Sir Henry Self, Deputy Chairman of the British 
Electricity Authority, in his paper ‘‘ The Economics of Electricity Supply,” read 
before the British Electrica] Power Convention, 1950 (para. 91). 
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preferences at prices that accurately reflect the relative scarcity 
of their purchases. This theorem of welfare economics may not 
be so generally valid as has sometimes been claimed, but it seems 
to be reasonably justified under the restrictive assumptions appro- 
priate to this case (these assumptions are sufficient; they may 
not all be necessary). Our ultimate recommendations are not 
merely based on the following somewhat abstruse considerations ; 
they will also be put forward on grounds of expediency, thus 
showing a reassuring correspondence between theory and practice. 

Since the electricity industry is only a small part of the 
economy as a whole, it is not likely to have a significant influence 
on the total available amounts of factors of production and on 
the total and the distribution of money incomes, which we shall 
therefore assume to be fixed. The problem then is to allocate 
productive resources between electricity supply and other activi- 
ties in such a way that optimal quantities of electricity and other 
goods are obtained, 7.e., a combination of quantities which con- 
sumers prefer to any other combination that could be obtained 
from the same resources.! It should be made clear at once that 
we are dealing with a long-term optimum, in which all factors of 
production are employed in an optimal fashion. 

Under the above assumptions of a given income distribution 
consumers’ preferences can be inferred from their purchases at 
varying prices. If, for given prices, an individual consumer buys 
a set of goods A, while another set of goods B was also available 
to him (being no more expensive at those prices), he thereby 
reveals a preference for A over B. Similarly, if C is the set of 
goods bought by all consumers together at given prices, then this 
set proves to be better than any other set D available at the same 
cost or less, in the sense that by substituting D for C some con- 
sumers are made worse off and none are made better off.? 

Let us now represent the situation by a diagram (Fig. 1). 
Electricity consumption is measured on the vertical axis; other 
consumption on the horizontal axis. The curve (‘‘ production 
curve ’’) shows which combinations of electricity and other goods 


1 Electricity used as an input by other industries has to be taken into account, 
but for the sake of simplicity we shall not discuss this inessential complication. 
There are no industries where electricity constitutes more than a few per cent of 
cost, 

2 This can be seen as follows: Since D costs the same as C (because of the 
assumption of given money incomes) the former can be distributed between con- 
sumers so as to make each consumer's share of D as expensive as his share of C. 
Thus no consumer gets a better set than he had before, but since C and D are 
different there must be at least one consumer whose share in D contains different 
quantities than his share in C did, and who therefore obtains a worse set of goods. 
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can be produced with the available resources; its shape will be 
justified below. The slope of the tangent at every point indicates 
how much of other goods has to be given up to obtain an addi- 
tional small quantity of electricity, i.e., the marginal cost of 
electricity in terms of other goods. 

For any set of prices of the two commodities we can also draw a 
straight line (‘‘ budget line ”) showing which sets of goods are as 
expensive as the one actually bought at those prices (incomes 
being given); its slope measures the price of electricity in terms 
of other goods. From the above argument it will be seen that all 
sets on or below the budget line are inferior to the one actually 
bought. 

The optimum set of quantities will therefore be situated 
where the budget line (for the prices at which it is bought) touches 


Elect- 
ricity 








Other 
Goods 


Fig. 1. 


the convex part of the production curve, for this set is then 
revealed to be better than all other available sets.1_ All available 
quantity combinations left of the optimum contain too much 
electricity, while those on the right contain too little. 

At the optimum the slopes of the production curve and the 
budget line are equal; consequently, the price of electricity in 
terms of other goods is equal to its marginal cost in terms of other 
goods. This conclusion depends on the particular shape of the 
production curve in Fig. 1, and we must now explain why this is 
appropriate. As it is drawn the curve shows a high but decreas- 
ing marginal cost of electricity when this is produced in a small 
quantity; near the optimum the marginal cost increases with the 
quantity produced. This reflects the fact that economies of 
scale are important when the electricity industry is small, whereas 
at current levels of production diseconomies are preponderant. 


* It can be shown that under our assumptions there is one and only one such 
set, 
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We shall show this in some detail for the three main categories 
of cost mentioned in Section 3, with reference to the British supply 
system as a whole. Energy costs depend partly on the price of 
coal, which is the classical example of a good produced with 
decreasing returns. Moreover, for a given supply system the 
amount of coal needed to generate one unit of electricity (inversely 
proportional to the ‘thermal efficiency” of a power-station) 
increases with output; the most efficient power-stations in 
Britain are working continuously, while older and less efficient 
plant is used only to provide for peak demand, when in addition 
more current is lost in transmission. 

As regards capacity costs the factors making for diseconomies 
are mainly geographical. The location, of a power-station is 
chiefly determined by the proximity, in terms of transport costs, 
to coal and consumers and especially by the availability of water 
for cooling purposes; minor factors are facilities for ash disposal, 
regulations on smoke abatement and amenity preservation. Sites 
on a great river are therefore most suitable, for they not only give 
access to plenty of cooling water, but they also enable coal to be 
delivered by sea-going colliers.2 Such sites are increasingly hard 
to find, however; they are also attractive to many other in- 
dustries, and frequently they are too far from consumers. Con- 
sequently many new power-stations have to be equipped with 
cooling towers to reduce water consumption, while coal-transport 
costs are increased.? It may be remarked in passing that the 
optimum size of a single power-station is quite small compared 
to the total generating capacity in Great Britain, so there are no 
important indivisibilities. 

Another important point in this connection is the distance to 
consumers, as mentioned already. Additional consumers will 
usually be found only in sparsely populated areas, so that trans- 
mission costs become higher. 

For the same reason consumer costs also tend to increase at 
the margin; it is obviously cheaper, e.g., to read meters and 
collect money in urban than in rural areas. 


1 This is clearly illustrated by Appendix 23 of the B.E.A., First Report 
(p. 283). Steam-stations with a thermal efficiency of 26% and over were running 
for 8,761 hours in 1948-49, 7.e., all the time, but those with less than 10% only 
for 1,708 hours. 

2 Hence the large concentration of power stations on the Lower Thames, 
which makes the London area, though far from the major coalfields, the principal 
exporter of electricity in Britain. Cf. B.E.A., First Report, pp. 254 and 282. 

3 Much more could be said on the interesting subject of power-station location, 
but this would lead us too far. Cf. also Sir Henry Self, op. cit., paras. 52-3 and 
B.E.A., First Report, paras. 161--4. 
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Thus the production curve in Fig. 1 is convex near the current 
rate of output. Its shape is such that the budget line for optimum 
prices does not cut the curve at its right-hand end. If this did 
in fact happen the optimum set of quantities would contain only 
very little electricity (or possibly none at all), and the industry 
would be so small that its marginal cost was decreasing with 
output. This possibility can be safely ruled out. Fig. 1 there- 
fore appears to be essentially correct. 

There is one objection to the marginal-cost principle which 
is very relevant to our case, viz., that this principle requires that 
each other industry besides the one under consideration also 
equates price to marginal cost. Against this it may be pointed 
out that there is little or no evidence of significant and widespread 
discrepancies between prices and long-term marginal costs; what 
has sometimes worried economists is that entrepreneurs charge 
more than short-term marginal costs. Even if there is a discre- 
pancy, this will consist in prices being higher than long-term 
marginal cost as a result of market imperfections. It will be 
argued here, on the other hand, that a two-part tariff involves 
prices which are much less than long-term marginal cost (and 
which may indeed be below short-term marginal cost); and there 
are very few industries apart from electricity that can enforce 
such a tariff, since it is based on the conditions mentioned in 
Section 2. 

Now if other industries charge more than their long-term 
marginal cost this will result in too little of their products being 
available, and consequently, under our assumption of fixed 
resources, too much of electricity. If then electricity has a 
system of charging which reduces prices to well below marginal 
cost this will only make the proportion worse. The case for 
marginal cost pricing of electricity is therefore strengthened 
rather than weakened by the alleged failure of other industries 
to follow this principle. 

A final point to be discussed is the contention that marginal 
cost pricing involves taxing increasing cost and subsidising de- 
creasing cost industries.1_ This is true only when we take a short- 
term view of marginal costs, as is unfortunately rather usual in 
welfare economics owing to an undue pre-occupation with excess 
capacity. Our analysis is based on long-term cost, in accordance 
with practice in the industry itself, and it is a well-known theorem 
that in the long run both decreasing marginal cost and discrepancies 


1 The extensive literature on this subject has been surveyed by Nancy 
Ruggles, “‘ Recent developments in the theory of marginal cost pricing,’ Review 
of Economic Studies, 1949-50, p. 107-27. 
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between marginal and average cost are merely signs of market 
imperfections or bad planning. No transfer problem therefore 
arises. To establish this, we should really have to devote some 
attention to the dynamics of marginal cost pricing, but we must 
leave this to the reader. 


6. TARIFFS BASED ON MARGINAL Cost 


We shall now consider the application of marginal cost pricing 
to electricity tariffs in greater detail.1_ We want to find a method 
of charging which reflects marginal costs to the greatest practic- 
able extent. What is meant by “ practicable” will become 
clearer as we go on—at the moment we only want to emphasise 
an intention to avoid perfectionism. 

Again the cost classification of Section 3 will prove to be 
very useful, as it avoids the notorious difficulties associated with 
the concepts of “fixed” and “overhead” costs.2, Consumer 
costs represent the marginal cost of enabling a consumer to buy 
electricity; since it is feasible to recover them separately as a 
standing charge, this is ideally the best solution,’ although in the 
next section we shall modify this result on grounds of expediency. 
Consumer costs are also important in determining the “ practic- 
ability ” of a tariff. 

Energy costs do not cause much trouble either; there can be 
no doubt that they should be included in a running charge. It 
is as well to remember here that they are not constant over time 
but depend on the thermal efficiency of the marginal equipment 
needed to produce it and on transmission losses. 

We then come to capacity costs, which are the real source of 
difficuity and indeed the reason why electricity tariffs merit 
theoretical discussion at all. The essence of capacity costs is 
that they depend exclusively on the maximum of demand during 
a period; what happens to demand when it is not at its maximum 
is irrelevant. 

Let us first consider an artificially simplified case, where the 
time at which demand reaches its maximum is independent of 


1 An excellent account of this subject, which I did not see until the present 
paper was completed in draft, has been given by M. Boiteux : “ La tarification des 
demandes en pointe: application de la théorie de la vente au coit marginal,” 
Revue Générale de l’Electricité, 1949, pp. 321-40. 

2 Cf. Lewis, Overhead Costs, p. 14, n. 1. 

Loc. cit., pp. 63-6; also Vilfredo Pareto, Manuel d’Economie Politique 
(deuxiéme édition, Paris, 1927), p. 346. 

4 Similar problems occur in all industries where storage is impossible or 
insufficient to even out periodical fluctuations, 
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prices charged (cf. Fig. 2). Here, as everywhere, we consider a 
fixed period, say a year. We measure the total load on the 
vertical axis, time on the horizontal axis (this gives a “load 
curve’). Knowledge of the exact peak-time implies that a 
consumer only requires additional capacity to the extent of his 
demand at that time, and his marginal capacity cost is easily 
determined. Under these assumptions it would be announced, 
e.g., that each consumer pays £15 per kW of his observed demand 
at 4.45 p.m. on the third Thursday of December of each year, 
assuming this is known to be the peak-time. In practice every- 
body would then switch off all his electric equipment at that 
moment, which shows that the assumption of a fixed peak-time is 
absurd.} 

It is therefore essential to recognise that the shape of a load- 
curve (and hence its maximum) depends on prices charged during 
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different periods.2 There ure various possibilities according to 
the number of different prices charged during the year. We shall 
first look at the case where one price is charged throughout. 
For each price level we can then draw a different load curve (see 
Fig. 3). We may take it that demand at any moment (and 
consequently its maximum, whenever it may occur) goes up as 
price goes down. Consider a price decrease which increases total 
demand over the whole year by one unit; the production of this 
unit will cause certain long-term marginal costs, depending on its 
distribution over the year. Capacity costs will be increased 
according to the resultant rise in maximum demand; energy 

1 In the literature this difficulty is usually dodged by the somewhat arbitrary 
expedient of drawing load-curves consisting of rectangular sections (cf. ¢.g., 
Lewis, loc. cit., p. 46). 

2 Imperfect realisation of this fact has vitiated most discussions of capacity 
costs in engineering circles; it is not mentioned once in P. Schiller’s Critical 
Résumé: Methods of allocating to classes of consumers or load the demand-related 
portion of the standing costs of electricity supply, British Electrical and Allied 


Industries Research Association (1943), Technical Report K/T 106. Cf., how- 
ever, Boiteux, loc. cit., and Lewis, loc. cit., pp. 47-50. 
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costs by the increase in demand at each instant multiplied by a 
factor appropriate to the prevailing load. Since there is now no 
means of discriminating between consumption at different times, 
we have to equate the marginal cost thus computed with the 
unit price. 

A possible refinement consists in having different running 
charges according to the class of consumers or the category of 
supply (cf. the multiple tariff discussed in Section 4). No essential 
alteration in the argument is caused thereby, but it should be 
remembered that not all capacity costs are homogeneous, as 
transmission lines, etc., do not usually serve all consumers. 

This method of charging corresponds to a flat rate with a 
meter rent to cover consumer costs (cf. Section 4); its essential 
feature is that capacity costs are incorporated in the running 











Fia. 3. 


charge and not in the standing charge. It is useful to compare 
this with the two-part tariff as at present operated, where the 
running charge includes only a small share of capacity costs. 
The load-curve will then again be determined by the running 
charge,? but at a higher level with a higher maximum. The 
additional capacity costs thus incurred will be met out of the 
fixed charge. Now even if there existed a precise method for 
relating the fixed charge paid by each consumer to his capacity 
cost this would not be an optimal arrangement. The consumer 
pays a lump sum equal to the capacity cost of his consumption 
to be able to buy electricity at a lower unit price, but he would be 
made better off if this lump sum were returned to him and he 
could buy all goods at their approximate marginal cost. He 
could then buy as much electricity as before if he liked, but in fact 
he will do better by buying less and spending the remainder on 
1 This point will be elaborated in Section 7. 


* Theoretically, the fixed charge has a negligible income effect on domestic 
demand. 
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other goods, as their price in terms of electricity is now lower. 
This argument is reinforced by the increasing marginal cost of 
electricity in terms of other goods as electricity output rises. 

In practice, moreover, the correlation between fixed charges 
(usually based on rateable value, floor area, etc.) and capacity 
cost is very slight.2, Consumers who under a two-part tariff pay 
more than their marginal costs have the option of paying accord- 
ing to the lighting flat rate, but since the latter is based on a very 
unfavourable load-curve they will not usually find this attractive. 
Other consumers will benefit from the two-part tariff in that they 
do not have to pay for their marginal costs; in this context we 
need only say that it is not the business of an electricity under- 
taking to redistribute incomes in this arbitrary fashion. 

The two-part tariff, we may infer from the above, is an instance 
of monopolistic practices tending to relative overproduction and 
a misallocation of resources which is no less serious than the more 
usual misallocation caused by a restrictive monopoly. In the 
next section we shall see how under present circumstances this 
tendency to overproduction shows up in an unsatisfied demand for 
capital goods. 

The flat-rate system just described is a relatively satisfactory 
way of adjusting the capacity of the industry to the preferences 
of consumers. It fails, however, to stimulate the most effective 
use of this capacity, for it takes the load-curves at different price- 
levels as given and offers no incentives for off-peak consumption. 
We may remember that the maximum-demand tariff mentioned 
in Section 4 has some advantages in this respect, but it does not 
reflect capacity costs very accurately and requires expensive 
meters. Another solution would be to charge different running 
charges for peak-time and off-peak consumption; an example of 
this, which we rejected on empirical grounds, is the seasonal 
tariff. 

More promising is the time-of-day tariff with a high unit rate 
for consumption during peak hours and a low rate for off-peak 
consumption.* We shall first study this under the simplifying 
assumption that the demand for electricity during any period 
depends only on the running charge during that period. Sub- 


1 This is an exact counterpart of the well-known case against indirect taxes, 
as stated by J. R. Hicks, Value and Capital, lst Edition, Oxford 1939, p. 41. 

2 Cf. P. Schiller and W. A. Pridmore, Investigation of a Sample of Domestic 
Two-part-tariff Consumers. British Electrical and Allied Industries Research 
Association (1949), Technical Réport K/T 127, p. 8, also Lewis, op. cit., p. 54. 

3 Cf. Bolton, op. cit., pp. 153, 208; Lewis, op. cit., p. 53-5; Boiteux, op. 
cit., pp. 337-8. 
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stitution and complementarity between consumption in different 
periods are thus ruled out. This may be quite realistic, for there 
are two opposing forces at work: on the one hand some kind of 
consumption can be shifted from dearer to cheaper periods, but 
on the other hand some equipment will be used both in high-rate 
and in low-rate periods, and in the former current may be so 
expensive that the equipment is not bought at all, and off-peak 
consumption is adversely affected as well. 

It will be clear that in principle under a time-of-day tariff the 
low rate is based entirely on energy costs and that capacity costs 
are relevant only for the high rate. This implies that consump- 
tion at the low rate must not exceed the maximum high-rate 
demand. Let us now look again at Fig. 3. According to the 
principle there described one running charge has been chosen for 








Time 
Fra. 4. 


a particular class of consumers or supply. We now take an 
arbitrary off-peak period (shaded in Fig. 4) and lower the charge 
in that period to the level of energy costs; the charge in the re- 
maining periods will be adjusted upwards so as to keep it equal 
to capacity costs plus energy costs calculated as before. Under 
our assumptions demand in the low-rate period will be higher and 
in the high-rate period lower than before ; in Fig. 4 the continuous 
curve is replaced by the dotted curve. Ifthe maximum demand 
in the low-rate period is still lower than in the high-rate periods 
we can extend the low rate to other periods (not necessarily 
adjacent to the first) until the former maximum becomes equal 
to the latter (see Fig. 5, where the low-rate periods are again 
shaded; in practice the load-curve will look somewhat smoother 
of course). 

The task of delimiting the low-rate periods will be made 
easier by the fact that in actual load-curves peak and off-peak 
periods are rather clearly discernible.' The exact solution 


1 Cf. B.E.A., First Report, pp. 260-1, 264. 
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presumably depends on the price-elasticities of demand in each 
period ; for practical purposes an approximate solution should 
not be too difficult to obtain. The shape of load-curves is deter- 
mined to a considerable extent by exogenous factors, such as 
working hours, temperature and sunrise and sunset,) whose 
influence will persist under any method of charging though with 
varying intensity. The assumption that there is no substitution 
or complementarity can be removed; these are complications 
which we must leave aside. 

In discussing Fig. 5 the low-rate periods were defined by the 
condition that their maximum demand was equal to the maximum 
demand in the high-rate periods. If this were in fact possible 
the words ‘“ peak” and “ off-peak’ would no longer be used 
with their usual implications; in practice it will be wise to stay 
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on the safe side and keep the low-rate maximum well below the 
high-rate maximum. It is, nevertheless, instructive to note that 
the mere fact that demand reaches its maximum level at a certain 
moment is not sufficient to charge capacity costs to consumption 
at that moment. Demand for capacity is effective only if it 
pays for its full marginal costs; the optimal capacity thus being 
determined, it is obviously desirable that it should be used for 
all demand that covers its own energy costs, provided no additional 
capacity is required. This illustrates the point that the allocation 
of capacity costs is impossible without considering the reaction 
of demand (i.e., of the load-curve) on prices charged. It also 
reinforces Professor Lewis’s rejection of equity as a basis for 
allocating capacity costs.? 

From a welfare point of view the advantage of this two-rate 
tariff over a one-rate tariff obviously is that it makes for a better 
distribution of productive resources between energy costs and 


1 As will be seen from an analysis of seasonal variations which is to be included 
n the paper mentioned in footnote 2 on p. 6. 
® Loe. cit., pp. 46-7. 
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capacity costs. Consumption which only causes energy costs is 
no longer deterred by the inclusion of a share of capacity costs, 
and demand which calls for additional capacity is no longer 
stimulated by the fact that some of these capacity costs are borne 
by off-peak consumption. This advantage is obtained at the 
expense of increased consumer costs, for the meters necessary 
under such a tariff are rather expensive (cf. Section 7). 

Here we come to the problem when a method of charging is 
‘* practicable,” a question which is not confined to two-rate tariffs. 
In the early days of electricity supply even ordinary kWh-meters 
were sometimes considered too expensive, and consumers paid 
only a periodical subscription without a running charge (this still 
happens in some countries where electricity is very cheap because 
of abundant water-power). The decision when a consumer has 
to get a maximum demand tariff is of the same nature. 

A theoretical solution of this difficulty in our case can be 
found from the argument used to discuss the two-part tariff 
(cf. p. 13). Consider a consumer who, under a one-rate tariff, 
buys electricity according to a certain load-curve and pays for 
the marginal costs thus caused. Now his total outlay is returned 
to him and he can buy according to the two-rate tariff described 
above. He will then re-arrange his consumption at different 
times because of the changed price-ratio between peak and off- 
peak demand, although he could also have left his load-curve 
unchanged if he had liked. The benefit obtained by this re- 
arrangement is equivalent to a sum of money. He will then be 
willing to pay for additional consumer costs up to this money 
equivalent. 

This is only a rough and very incomplete outline of the reason- 
ing that should be applied here. We fortunately shall not have 
to use this rather sophisticated argument when discussing the 
introduction of a two-rate tariff in the present situation, as its 
advantages can be described in a much more concrete fashion. 

We shall not proceed to consider tariffs with three or more 
running charges, as the introduction of further rates yields rapidly 
diminishing returns, while consumer costs increase accordingly. 
The main feature of a time-of-day tariff is the separation of 
energy and capacity costs; to achieve this two rates appear to 
be sufficient. 


7. Toe Prax-Loap PROBLEM 


Our final task is to consider in what way our theoretical con- 


clusions can contribute towards a solution of the peak-load 
No. 241.—VvoL, LXI. © 
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difficulties now experienced in the British electricity industry. 
We need not recall that from the end of the war generating 
capacity has been insufficient to deal with peak demand, and that 
despite annual investments of well over £100 million these diffi- 
culties are expected to persist for several years. Appeals to 
consumers and load-shedding arrangements have not prevented 
widespread electricity cuts which are not merely an annoyance 
to domestic consumers but also seriously impede production. It 
is, in fact, one of the worst aspects of these cuts that so little can 
be done to direct their incidence according to needs. 

From another point of view it may be asked whether the large 
investment in electric supply equipment is justified by the relative 
urgency of the demand it will help to satisfy compared to alterna- 
tive uses of the resources thus occupied. The abandonment 
of the rate of interest as an instrument to control investment 
makes this question all the more pertinent. 

The peak-load problem has a demand and a supply aspect. 
Concerning the latter we need only say that in a country with full 
employment, an export drive, a rearmament programme and a 
housing shortage the opportunities for increasing investment in 
electricity are strictly limited. For an improvement of the peak- 
load situation in the near future we must therefore look to the 
demand side. 

From 1938 to 1948 total electricity sales in Great Britain 
(excluding the North of Scotland) increased by nearly 93%; 
domestic consumption rose by nearly 150% and industrial con- 
sumption by 92%. The share of domestic sales in the total 
increased from 26 to 34%, chiefly at the expense of shops and 
offices, traction and public lighting.1 As a first approach we 
shall therefore concentrate our attention on domestic demand. 

Of the several factors which account for the large increase in 
this category of consumption we shall only consider prices, as they 
can be most easily influenced. The number of domestic con- 
sumers increased by some 30% between 1938 and 1948; con- 
sumption per consumer has therefore risen by about 90%. This 
can partly be explained by price changes: in 1938 the most 
common running charge under two-part tariffs (which now apply 
to about 90% of domestic consumption) was 34d. per kWh; now 
it is 3d. Since the general price level has approximately doubled 
the relative price of electricity has fallen by some 25%. From 
pre-war information the long-term elasticity of demand with 
respect to the running charge in a two-part tariff has been esti- 


1 B.E.A., First Report, p. 251. 
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mated at about 0-9; this price decrease would therefore have 
raised demand per consumer by about 30%. 

As to industrial demand, only the average price per kWh 
is known; this rose by some 40%, as against an increase of over 
150% in the price of coal, the main rival of electricity as a source 
of power. Here, too, price changes must have been responsible 
for part of the rise in demand. 

These relatively low prices can hardly be explained by a 
favourable development of costs—the contrary is true. Average 
energy costs per unit at steam-driven stations rose from 0-20d. 
in 1938 to 0-50d. in 1948.2, The margin between domestic running 
charges and average energy costs has thus actually decreased 
from 0-30d. to 0-25d. In 1948 nearly 2 billion kWh were sent 
out from stations with average energy costs of over 0-75d. per 
kWh; some of these units presumably had to be used to supply 
two-part consumers at peak-time, which illustrates our point that 
running charges now in force may not even cover short-term 
marginal costs. We can also see from this (as mentioned in Section 
6) that the two-part tariff now tends to cover capacity costs from 
fixed charges to a much greater extent than before the war. 

No precise figures can be given in respect to consumer and 
capacity costs, but inspection of pre-war and post-war accounts 
suggest that both have approximately doubled. New capacity 
(generation aud transmission taken together) would seem to have 
cost about £100 per kW at 1948 prices; consumer costs then 
were about £1 5s. per year per domestic consumer. 

It may well be asked why despite these increased costs and 
low prices the British Electricity Authority is able to make a 
modest profit. The answer is that its financial policy is not com- 
pletely adjusted to the current prices of capital equipment, or 
to put it more explicitly, that the B.E.A. may have made a profit 
only in an accounting sense, and that from an economic point of 
view there may have been a substantial loss. Thus generation 
assets at March 31, 1948, were shown at a value of £286 million, 
with additions during the year of £48 million. This referred to a 
capacity of some 12 million kW, which at 1948 prices would have 
cost about £600 million. The average economic life of these 
assets is certainly not more than twenty-five years (and probably 
less than twenty years), so depreciation at replacement cost would 

1 This figure will be higher if we look at the average instead of the marginal 
price here considered; reasons why the latter is the correct one to use will be 
given in the paper mentioned in footnote 2 on p. 6. 


2 These and other figures are derived from the B.E.A., First Report and from 
the Ministry of Fuel and Power Statistical Digest 1948-49. 
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have required at least £24 million on generation alone. In fact, 
the Central Authority wrote off only £13 million on all its assets, 
of which no more than £11 million can have referred to generation.’ 
It might be added that even on the basis of original cost deprecia- 
tion allowances seem rather low; this presumably results from 
the fact that obsolete plant, which is already completely written 
off, is still kept in service. Similar calculations for all fixed 
assets of the B.E.A. and the Area Boards suggest that depreciation 
at replacement cost would have amounted to £45 million, in 
addition to interest at 3% over an approximate written-off real 
capital at replacement cost of something like £700 million, i.e., 
£25 million per year. Actual total depreciation was £31 million 
and interest paid £16 million. Consequently, replacement-cost 
accounting would have required another £23 million, of which £4 
million could have come out of “ profits.” 

These figures, which are not claimed to be very accurate, show 
clearly that part of the peak-load problem is due to debatable 
accounting practices, for the additional revenue needed for full 
depreciation would call for an increase in charges (of about 0-1d. 
per kWh on the average) with a consequent reduction of demand. 

There are, admittedly, various arguments against pricing on 
a basis of replacement cost depreciation.2 It might not be 
justified if the present high price level of capital goods was 
thought to be ephemeral, but this seems very unlikely. A semi- 
political point is that it would increase “ profits ’ in an accounting 
sense; this could be dealt with by using a less antagonising name, 
such as “ transfers to replacement reserve.” More important is 
the argument that historical cost accounting will lead to the same 
financial structure, but with a time-lag. Is it reasonable, how- 
ever, to allow this time-lag to be accompanied by a shortage of 
capacity ? 

So much for the general level of charges. Our main conclusion . 
is that an overall increase in the average price per kWh (amount- 
ing to about 10%) would be quite justified on grounds of cost. 
Furthermore, the tendency to lower the ratio of running charges 
to energy costs in itself stimulates demand, including peak 
demand. Within the existing domestic tariff structure an in- 
crease in the running charge, possibly with some concessions on 
the fixed charge, might therefore be of some assistance. 

The peak-load problem, however, is essentially one of maxi- 


1 B.E.A., First Report, Statements B17 and B18 
* Cf. A. R. Prest, ‘‘ Replacement Cost Depreciation,” Accounting Research, 


1950, pp. 385-402. 
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mum rather than total demand, so revisions of existing tariff 
levels are a somewhat indirect approach; they might in fact hit 
off-peak demand much more than peak loads. In Section 4 we 
saw that this was the immediate effect of the Clc.. Jifferential, 
which was a measure of this type. A direct attack on the peak- 
load problem requires a new type of tariff, with a higher rate for 
consumption during the critical periods of the day; only in this 
way can consumers be made to vary their demand according to 
the available capacity and to cost. 

Such a tariff would be especially directed against space- 
heating, both domestic and non-domestic, as this would seem to 
have a special responsibility for the peak-load problem. Shortly 
after the war there was an enormous production of electric fires 
which found a ready market because of low electricity rates 
(which were then still at or near the pre-war level) and coal 
rationing. The Clow Committee estimated the space-heating 
load at peak time in December 1946 at nearly 3-5 million kW 
(total Cemand being just over 10 millionkW).4 Another inquiry ? 
gives space-heating loads ranging from over 1-5 kW for large 
domestic consumers to 0-25 kW for small consumers on frosty 
mornings. In the spring and the autumn the space-heating 
load on cold days may be even more conducive to electricity cuts 
because more capacity is out of action then. It seems safe to 
say that a reduction of the space-heating load by as little as 
30% at peak-time would go far to eliminate the present difficulties. 

Is there any justification for selling electricity at little more 
than energy costs for consumption that may require additional 
capacity on a very large scale? Or, to put it in another way, is 
the damage to the economy resulting from electricity cuts, and 
the strain imposed by investments to avoid future cuts, really 
compensated by the benefits of cheap electric heating? Few 
people will suggest that because electric heating is such a vital 
necessity these undesirable side-effects must be accepted. The 
only reasonable affirmative answer to our questions would be that 
it is not practical to control peak demand otherwise than by 
electricity cuts. We shall therefore try to present a prima facie 
case (it is not intended to be more) for control by prices.* 


1 Op. cit., p. 21. 

2 C. T. Melling and P. Schiller, Characteristics of the Domestic Load: After- 
diversity demand for Space-heating (Interim report), British Electrical and Allied 
Industries Research Association (1948) Technical Report K/T 124. 

* “The working of the price mechanism should be restored piecemeal in 
particular markets’ (J. E. Meade, Planning and the Price Mechanism, London, 
1948, p. vii). 
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The instrument to use here is evidently the time-of-day tariff, 
a theoretical sketch of which was given in Section 6. We have 
indicated the possible usefulness of this on long-term grounds of 
welfare economics. When we now proceed to advocate it as a 
relatively short-term expedient we are thus backed by the know- 
ledge that it might be desirable in any case. 

In the present situation the immediate object is to limit 
maximum demand, and the time-of-day tariff will be successful 
if the additional consumer costs it calls for are less than the 
capacity costs it saves. We estimated new capacity to cost 
roughly £100 per kW in all, but for the moment it might be more 
convincing to consider generating capacity only, which now costs, 
according to expert information, about £55 per kW, or about £4 
on an annual basis. The measuring equipment necessary to dis- 
criminate between consumption at different times can be of two 
types. There are meters with a built-in electric clock, which 
cost about £5 each, and with so-called “ripple control ” (super- 
imposed high-frequency signals sent out by the power-station 
on the distribution cables); the latter appear to be slightly more 
expensive, but the additional consumer cost in either case should 
not be more than £1 per consumer per year. Therefore a time- 
of-day tariff would be justified wherever it reduces demand at 
peak-time by more than 0-25 kW, even if we ignore transmission 
costs. 

The likelihood of achieving this reduction depends on the 
running charges applying to the high-rate and the low-rate periods, 
and these depend again on the extent of the two sets of periods. 
Considering the great influence of working hours on the load- 
curve, the high rate need not come into force before 8 a.m., nor 
should it extend beyond 6 p.m. On the other hand, lighting 
demand will not be very important between 10.30 a.m. and 3.30 
p.m. The exact limits should, of course, be determined on the 
basis of expert research: if the high-rate periods are too short 
new peaks may arise outside them; if they are too long consumers 
may economise at the wrong moment. For the sake of argument 
high-rate periods of 8-10.30 a.m. and 3.30-6 p.m. appear to be 
reasonably appropriate (there is some case for excluding Saturday 
and Sunday afternoon). The load factor during those five hours 
will be something like 70%, which with annual capacity costs of 
about £10 per year works out at about 1-9d. per kWh. In 
addition, energy costs will be about 0-7d. per kWh (allowing for 
lower thermal efficiency and high transmission losses), making 
2-6d. in all. The low rate need be no higher than 0-5d. at present 
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fuel prices. Consumer costs could still be recovered by a fixed 
charge, but in the present circumstances it might be better to 
charge them as an addition to the high rate, thus increasing its 
disincentive effect. A time-of-day tariff consisting of a high rate 
of 34d. and a low rate of 3d. per kWh without a fixed charge 
seems to be the most reasonable practical form of the above 
proposals, apart from minor regional variations. 

It would be rash to make exact predictions about the effects 
of such a radical change in tariff policy, but, considering the figures 
of heating load we quoted, a diminution of 0-25 kW in peak-time 
demand appears by no means inconceivable in the case of the 
larger domestic consumers. There will, of course, be a time-lag, 
but gradually people will no doubt revise their heating habits 
and possibly other current-using habits as well; in fact, electric 
space-heating might be abandoned altogether unless some prac- 
tical type of heat-storage were developed. It can be inferred 
that peak-time heating loads of about 1-5 kW are found, roughly 
speaking in the 10% largest domestic consumers; for a start the 
new tariff might therefore be applied to this group. This would 
require an investment of about £6 million (there are about 12 
million domestic consumers and the cost of a meter is again taken 
to be £5); if they reduced their peak-time space-heating demand 
by as little as 10% this would already mean a saving in generating 
capacity with a value of £10 million. In practice, a much greater 
drop in peak loads may be expected after one or two years; our 
estimates show the demand elasticity to be quite considerable as 
mentioned already. If these consumers ultimately decreased 
the demand under consideration by 50% the saving would 
be about £50 million, or about half of current investment in 
electricity. 

The decrease of demand for capacity which thus seems within 
reach need not lead to an immediate decrease in investment; it 
may be better to continue at the present rate and scrap some 
obsolete plant, the retention of which means a waste of fuel and 
high maintenance costs. 

An important advantage of the time-of-day tariff is its 
superiority over the maximum-demand tariff, both from a theo- 
retical point of view and as regards consumer costs (a maximum- 
demand meter costs about £25). It could therefore be extended 
to industrial consumers, which would be a major step towards 
the standardisation of methods of charging desired by the Electri- 
city Act of 1947. For consumers whose consumption is too small 
to justify a time-of-day tariff a gradual return to the flat rate with 





24 THE ECONOMIC JOURNAL [MARCH 


meter rent, as described in Section 6, might be considered (per- 
haps in the form of a block tariff). They should heve the option 
of a time-of-day tariff if they are prepared to pay the additional 
consumer costs. In that case, it would also be possible to offer 
them so-called “‘ non-firm supplies,” i.e., supplies (especially for 
hot-water storage) that can be switched off by ripple control 
when total demand is high. 

We must now consider the disadvantages of our proposals. 
In the first place there is very little experience in Britain with 
time-of-day tariffs, though they are not altogether unknown.! 
The introduction will have to be gradual in any case, however, 
and experience will be gained in the meantime, but it would be 
wrong to expect immediate results. 

A second obstacle is the widespread and understandable, but 
nevertheless mistaken belief in the electricity industry that its 
task is to sell as many kWh as possible. We have seen that the 
two-part tariff is an effective instrument for this expansionist 
form of monopoly. Another example of this point of view is 
provided by Sir Henry Self, who thinks that to instal means of 
limiting peak demand is to “ dissipate production resources.” * 
He shows no doubts as to the productivity of the investments 
necessary to satisfy this demand or the wisdom of dislocating 
production because of inability to satisfy it and unwillingness to 
limit it. He also advocates, among other things, “ the promotion 
of tariff policies which will encourage—at the right times—the 
continuance of present demand,” but neither he nor the B.E.A. in 
its First Report indicates how this can be achieved without 
either aggravating peak-load difficulties or introducing new tariff 
types. 

Thirdly, the new tariff might increase the average price of 
electricity. Low prices are desirable, however, only if consumers 
can buy as much as they like; otherwise they merely create 
injustices between consumers if no effective system of rationing 
is possible. 

These objections therefore do not seem decisive. Nor should 
it be difficult to explain the time-of-day tariff to a public which is 
used to buying “ excursion ” tickets on the railways. 


1 This tariff has been applied in some continental countries, e.g., in Amster- 
dam, where in 1948 about 70,000 clock meters were in use (chiefly for domestic 
consumers); most of these also control hot-water systems. In Paris it is in force 
for industrial consumers. 

2 Op. cit., para. 91. It is only fair to add that Sir Henry’s paper contains 
many valuable remarks on tariff policy, such as his rejection of “‘ postalisation ” 
(para. 83). 





1951] ELECTRICITY TARIFFS IN THEORY AND PRACTICE 


8. CONCLUSIONS 


(i) The marginal cost principle is the appropriate long-term 
basis for electricity tariff policy. 

(ii) For those who can afford the necessary additional con- 
sumer cost the time-of-day tariff is the right long-term solution ; 
for others it is the flat rate with meter rent. 

(iii) The two-part tariff in its present form is to be condemned 
because it leads to a relative over-expansion of electricity supply. 

(iv) The peak-load problem in Britain should be approached 
mainly from the demand side, as there is little prospect of increas- 
ing investment. 

(v) The peak-load problem has been intensified by the de- 
creased margin between running charges and energy costs and 
by insufficient depreciation of fixed capital. 

(vi) The Clow differential was unsuccessful because the peak- 
load problem does not arise from seasonal but from daily 
fluctuations. 

(vii) The time-of-day tariff offers a solution of the peak-load 
problem, mainly through its influence on space heating. 

(viii) The time-of-day tariff would have to be introduced gradu- 
ally, beginning with the largest domestic consumers; it can also 
replace the maximum-demand tariff for industrial consumers. 

(ix) The time-of-day tariff would have to apply during some five 


hours per day in the morning and the afternoon; it might consist 
of a high rate of 34d. and a low rate of $d. per kWh, without a 
standing charge. 
(x) Because of a lag in the effects of price on demand, results 
should not be expected until one or two years after its introduction. 
H. S. HouTrHakKER 


Department of Applied Economics, 
University of Cambridge. 





PHYSIOCRACY AND CLASSICISM IN BRITAIN 


“ Tuat system,” Lauderdale noted in 1805, “‘ which represents 
the produce of land as the sole source of the revenue, and the wealth 
of a nation, has long had its disciples in this country.””1_ Lauder- 
dale and his contemporaries found little difficulty in tracing many 
instances where earlier British writers had substantially antici- 
pated certain of the basic doctrines of Quesnay. In the early 
years of the nineteenth century, indeed, it would have been 
virtually impossible for any British economist to regard Physio- 
cracy as an eccentric, ephemeral and peculiarly French body of 
thought. For these were the years of the great debates over the 
validity of Physiocratic economic principles. Attempts were 
being made by numbers of publicists to popularise Physiocratic 
doctrines in various forms; polemics were being written in reply, 
some of them by men of considerable ability; and there was 
scarcely an economist writing in Britain at this time who did not 
feel impelled to give his opinion on the issues at stake. 

It was largely in the course of these debates that British 
political economy was finally purged of the Physiocratic elements 
which had often characterised it in the past and moulded into 
something like the form it was eventually to assume in the hands 
of Ricardo. The present article begins with a discussion of the 
broad theoretical and historical relationships between the Physio- 
cratic viewpoint and that adopted by Adam Smith and his 
followers. It then proceeds to its main task—to examine the 
nature and significance of the British Physiocratic controversies, 
with special reference to the manner in which they stimulated 
the development and refinement of Classical theory during the 
twenty years prior to the publication of Ricardo’s Principles. 


I. PHystocracy AND CLASSICISM 


To Quesnay, as to Smith, the fundamental economic problem 
seemed to be that of the nature and causes of the wealth of 
nations. Of what did wealth consist? How was it produced and 
increased? And, in particular, what action should be taken to 
maximise its rate of increase? Both Quesnay and Smith believed 
that it was impossible to answer such questions as these unless one 
began by making a clear distinction between the two portions into 


1 An Inquiry into the Nature and Origin of Public Wealth, p. 112. Cf. Dugald 
Stewart, ‘‘ Lectures on Political Economy,” in Collected Works, Vol. 1, at pp. 
298-301. 
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which the annual produce “ naturally divides itself’? when it first 
comes into the hands of those to whom it directly accrues. One 
portion of the produce (or its value) has to be used to replace or 
compensate for the items which have been physically used up in 
the process of production during the period which has just ended. 
The second portion, the surplus over what Ricardo called “ the 
absolutely necessary expenses of production,” + represents the net 
social gain on the period’s working. This surplus is “ disposable ”’ 
in the sense that it does not have to be expended in maintaining 
intact the productive powers of the community, but may at the 
option of the community be either consumed “ unproductively ” 
or employed to increase its productive powers. In French 
Physiocracy the second portion of the produce figured, of course, as 
the famous “ produit net.’”” In the systems of Adam Smith and 
his followers it figured variously as the “‘ net real income,” “ net 
revenue,” “ disposable income,” or simply “ surplus.” 

Upon the size of the social surplus, it was often assumed, the 
prosperity of the community largely depended. This assumption 
was based, at least in part, upon the belief that the surplus was the 
only possible source from which new capital could be accumulated. 
The importance of this idea is obvious enough in the Wealth of 
Nations, but it is not so immediately apparent in the work of the 
French Physiocrats. Yet the Physiocrats’ analysis of the various 
forms of capital was surely one of their most significant contribu- 
tions to economic thought. Quesnay himself was concerned 
above all with the application of capitalist methods to agriculture, 
but this one-sided approach was fairly soon corrected when the 
agricultural school founded by Quesnay and Mirabeau was 
amalgamated with—or absorbed by—the “‘ école-seur ”’ allegedly 
founded by Gournay. When Du Pont, Baudeau and Turgot, who 
were mainly responsible for removing the feudal trappings from 
Quesnay’s system, began to call energetically for the application 
of capitalist methods to manufacture as well as to agriculture, the 
essential character of Physiocracy became easier to discern. But 
even in the earlier works of the founders of the agricultural school 
the emphasis on the importance of capital is quite unmistakable. 
Quesnay’s first economic article, ‘“‘ Fermiers,” was a plea for the 
adoption of la grande culture by a small number of rich farmers 
rather than la petite culture by a host of poor metayers; and in his 
second article, ‘“‘ Grains,’’ he made it clear that he visualised his 


1 Works (ed. McCulloch), p. 210, footnote. 
2 Cf. J. S. Mill, Essays on Some Unsettled Questions of Political Economy 
(L.S.E. reprint), p. 89. 
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rich farmer not as a superior sort of labourer but as “ un entre- 
preneur qui gouverne.” + It was not so much men who were 
required in the country, Quesnay insisted—it was rather wealth.? 
In the Tableau the great kingdom, “ porté a son plus haut degré 
@ agriculture,” * was obviously intended to represent a France of 
the future in which la grande culture which Quesnay had seen in 
operation in certain French provinces* had been extended 
throughout the whole realm. And Quesnay also made it clear 
that the capital required to bring the kingdom “d@ son plus haut 
degré d’agriculture’”’ must come, generally speaking, from the 
produit net. “‘ The more agriculture languishes,” he wrote, “‘ the 
more necessary it is that a portion of the disposable revenue should 
be devoted to its rehabilitation.” ® 

Both Quesnay and Smith, then, and the schools which they 
represent, were primarily concerned with the scientific analysis of 
capitalist production. Both were interested in securing an 
increase in national wealth per medium of an extension of capitalist 
methods, and both realised that freedom of trade, internal and 
external, was a necessary precondition of this. In their theore- 
tical analyses they both tended to concentrate much of their 
attention on the question of the origin and disposition of the social 
surplus, which they regarded as the only possible source of new 
capital. In this common interest and emphasis, they are so 
sharply distinguished, on the one hand from the Mercantilist 
writers who preceded them, and on the other hand from the 
Marginalist writers who followed them, that it seems proper for the 
historian of economic thought to stress their community by treat- 
ing them as working within a broadly similar framework of aims 
and concepts. The most convenient name for this framework is 
probably “Classicism.”’ Physiocracy and the type of theory 
propounded by Smith and his followers are best regarded, I 
suggest, as two different species of the genus Classicism.‘ 


1 Oeuvi es (ed. Oncken), p. 219. 2 Ibid., p. 333. 

3 Ibid., p. 309. * Ibid., p. 196. 

5 Ibid., p. 317. Cf. the “‘ troisiéme observation,” pp. 318-19. It was in this 
connection that one of the fundamental contradictions inherent in the Physio- 
cratic tenets was later to reveal itself. Quesnay often argued (e.g., pp. 313-14) 
that the “‘ interest ’’ which the farmer received on his capital was merely a com- 
pensation for wear and tear, etc., and contained no element of produit net. On 
the other hand, he often tended to visualise the farmers, rather than the land- 
lords, as the potential agents of agricultural reform. How, then, if the farmers’ 
income included no element of produit net, could they accumulate the capital 
necessary to accomplish the reform? One possible explanation was given by 
Quesnay (pp. 507-8), but it was hardly satisfactory. 

* This view roughly coincides with the original use of the term “‘ Classical ” 
by Marx. Cf. his Critique of Political Economy (Kerr edition), p. 56. 
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But the differences between these two species of Classical 
thought were nevertheless profound. The root of the essential 
difference between them lay in the distinct assumption which 
each school made concerning the form taken by the social surplus. 
The Physiocrats assumed that the surplus took the form of land- 
rent and land-rent alone. The earth is the unique source of 
wealth; agriculture is productive and manufacture sterile; the 
produit net alone constitutes wealth—such propositions as these 
are simply different ways of saying that land-rent is the only form 
which the social surplus assumes. To the earlier Physiocrats 
there was no such category of income as net profit at all. The 
capitalist farmer certainly received “ interest”’ on his capital, 
but this ‘“ interest’ was usually regarded as being only just 
sufficient to compensate for wear and tear and the damage done 
by acts of God, etc.—that is, it was conceived simply as a refund 
of certain necessary costs of cultivation. The industrial entre- 
preneur, again, sometimes received an income which appeared 
to be in the nature of a net profit, but upon analysis this income 
was revealed either as a superior sort of wage (in which case it 
entered into necessary costs) or else as a portion of the produit net 
which the entrepreneur was able to extort from the landowner by 
seiling commodities to him at a price greater than their real 
value.1 Any “ profit” received which was not resolvable into 
wages was generally regarded as being dependent upon and paid 
out of rent, the only true produit net. In the work of Quesnay 
and Mirabeau this view no doubt to some extent reflected the 
subordinate position of manufacture and the backward condition 
of agriculture under the ancien régime in the middle of the 
eighteenth century. But its significance is wider than this. It 
is a view which is likely to be extensively held in any society 
which is passing through a particular historical stage—the stage 
in which profit on capital exists but has not yet emerged as a 
normal category of income.? And it is a view which is likely to 
disintegrate once this stage has been passed. 


1 He could only do this, it was often suggested, if he possessed ‘‘ exclusive 
privileges ’’ of some kind or other. Cf. Du Pont’s statement quoted in Weul- 
ersse, Le Mouvement Physiocratique, Vol. 1, p. 298. As Weulersse remarks 
(p. 295), manufacture is regarded as being burdensome when it ceases to be 
sterile. 

* The passing of this stage is likely to be marked by the gradual disappearance 
of the idea of ‘‘ profit ” as the reward for a special kind of labour, and the emerg- 
ence of the concept of a normal rate of profit, calculated by relating net income 
not to the amount of labour performed by the owner of the capital but to the 
amount of capital employed by him. Cf. Smith, Wealth of Nations (Everyman 
edition), Vol. 1, p. 43. 
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Whereas the Physiocrats considered rent to be the only income 
in the nature of a surplus, the Smithian school afforded that 
status to profit as well as to rent. To Smith himself it seemed 
clear that that second portion of the annual produce which 
represented the social surplus over cost consisted of both rent 
and profits. One part of the produce, he wrote, is “ destined for 
replacing a capital, or for renewing the provisions, materials, and 
finished work, which had been withdrawn from a capital; the 
other for constituting a revenue either to the owner of this capital, 
as the profit of his stock, or to some other person, as the rent of his 
land.” 1 The Physiocratic controversies which are examined later 
in this article resulted in the eventual confirmation of this view- 
point and in the partial elaboration of a set of techniques capable 
of giving it theoretical expression. And they also stimulated an 
important advance beyond this viewpoint. 

In British economic thought before Adam Smith, those writers 
who were interested in questions relating to the analysis of the 
process of production (as distinct from the process of exchange) 
occasionally adopted a Physiocratic viewpoint—that is, they 
tended to regard profits (and interest) as being paid out of and 
dependent upon the rent of land. Cantillon, for example, believed 
that ‘ all classes and individuals in a state subsist or are enriched 
at the expense of the proprietors of land.” 2 A seventeenth- 
century pamphleteer asserted that the landowners ‘“‘ are masters 


and proprietors of the foundation of all the wealth of this nation, 
all the profits arising out of the ground which is theirs.”’* Petty, 
and to some extent Locke, seem to have regarded profits as 
included in rent, and interest as derived from rent.‘ It is easy 


1 Wealth of Nations, Vol. 1, p. 290. 

2 Essai (R. E. 8. reprint), p. 43. 

3 Quoted in Beer, An Inquiry into Physiocracy, p. 74. 

* Cf. Marx, Theorien (French edition), Vol. 1, pp. 4 and 21-2. It should 
perhaps be pointed out here that I do not regard statements to the effect that the 
earth is ‘‘ properly the fountaine and mother of all the riches and abundance of 
the world,” etc., or panegyrics in praise of the agricultural surplus, as being 
necessarily Physiocratic, in the sense in which I am using the word—although 
they may often be associated with a Physiocratic outlook. There is obviously 
an important sense in which it is universally true to say that all wealth springs 
from the earth, and that the agricultural surplus ‘‘ maintains ”’ all those who do 
not work on the land. I count as Physiocrats only those who, at a time when 
profit on capital is a recognised (though sot necessarily a regular or normal) 
category of income, treat it not as an original and independent income but as 
being in some way dependent upon or “‘ paid out of” land-rent, which alone 
constitutes the social surplus. This definition, while it leaves us with some 
difficult border-line cases like Paley and Steuart, at least prevents our having 
to acknowledge Aristotle and Artaxerxes as pioneers of Physiocracy—which 
William Spence was quite prepared to do! (See Cobbett’s Weekly Political 
Register, December 12, 1807, p. 923.) 
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enough to detect, in some of the earlier efforts to define the 
Classical framework and to work within it, a definite Physiocratic 
bias. Why was it, then, that the eventual systematisation of the 
Classical attitude in Britain did not assume a Physiocratic form ? 
And why was it that the Classical attitude was first systematised 
in France (where the system could hardly help assuming a Physio- 
cratic form), rather than in Britain, whose economy was con- 
siderably more advanced than that of France ? 

Let us deal with the latter question first. The predecessors of 
Adam Smith, like Smith himself, were mainly interested in the 
problem of increasing national wealth, but in the conditions of 
their time it was only natural that their attention should have 
been chiefly directed to the relative ‘‘ surplus ” yielded in foreign 
trade rather than to the positive surplus yielded in production. 
The gains from foreign trade were so manifest and so considerable, 
and their importance as a source of capital accumulation so 
obvious, that the commercial classes inevitably regarded the 
prosperity of the country as being largely dependent upon the 
size of their own profits. And, as Mr. Dobb has pointed out, 
conditions were such that they still found it difficult “‘ to imagine 
any substantial profit being ‘ naturally ’’ made by investment in 
production.” ! If, therefore, the revenue from the sale of a com- 
modity exceeded the cost of producing or acquiring it, the excess 


was regarded as originating, not in the process of production, but 
in the act of exchange. All industrial and commercial profit, 


“ce 


in other words, was “ profit upon alienation.” For example, 
Cary explained that when manufactured goods were sold abroad 
“ the necessity and humour of the buyers ” sometimes enabled the 
merchant to sell his commodities at a price greater than the 
“true value of the materials and labour.” ? It was widely 
realised, of course, that if such a situation were to persist, it was 
necessary that the seller should be protected as far as possible 
against competition—a task which the State was expected to 
undertake.* For these reasons, then, in the last century of the 
Mercantilist era in Britain the economic analysis of production 
was almost always subordinated to the analysis of exchange. In 
France, on the other hand, the gains from foreign trade were of 
little economic importance, and it was possible for the foundations 


1 Studies in the Development of Capitalism, p. 199. Cf. Engels, Engels on 
“ Capital,”’ pp. 110-11. 

* John Cary, An Essay Towards Regulating the Trade and Employing the Poor 
in this Kingdom (2nd edition, 1719), pp. 11-12. 

3 M. H. Dobb, op. cit., p. 200. 
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of the Classical analysis, with its emphasis on production, to be 
laid at a time when the capitalist order was only just beginning to 
emerge from feudal society. 

To answer the other question—why the eventual systematisa- 
tion of the Classical attitude in Britain did not assume a Physio- 
cratic form—it is necessary to ask why the Mercantilist emphasis 
on exchange gradually gave way in this country to the Classical 
emphasis on production. Two interrelated developments in the 
eighteenth century contributed largely to this radical change of 
viewpoint. First, British merchants began to experience more 
serious competition in foreign trade, and attention was increasingly 
directed towards the reduction of costs in the manufactory rather 
than towards the strengthening of their monopolistic position in 
the foreign market 1—a change of attitude which was, of course, 
greatly encouraged by the contemporary developments in in- 
dustrial technique. Second, net profit on capital slowly began to 
emerge as a distinct and normal category of income, receivable at 
more or less the same rate per cent on capital employed not only in 
commerce but also in manufacture and agriculture—and receiv- 
able, too, even under conditions approaching perfect competition. 
Under these conditions, the notion of “ profit upon alienation ” 
could hardly hope to survive. Economists gradually began to 
regard profit as originating in the process of production and as 
merely being realised in the act of sale. Under these circum- 
stances, economists naturally began to seek for the origin of the 
social surplus in the sphere of production rather than in the 
sphere of exchange. But the very conditions which induced this 
movement towards Classicism were such as to make it virtually 
impossible for the eventual systematisation of the Classical attitude 
in Britain to assume a Physiocratic form. By the time British 
economists came to analyse capitalist production, capitalist pro- 
duction itself had developed to such an extent that the basic 
Physiocratic assumptions seemed quite inconsistent with economic 
reality. 

II. THE PuysiocraTic CONTROVERSIES 


If we look at the Wealth of Nations from the vantage point of 
Ricardo’s Principles it is not difficult to pick out the concepts 
which were destined to play the most prominent part in the 
development of political economy in the early nineteenth century. 
In the first place, Smith defined clearly the aim of the science. 


1 Cf. E. S. Furniss, The Position of the Laborer in a System of Nationaliem, 
pp- 165-7, 
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“‘ Political eccnomy,” he said, “‘ considered as a branch of the 
science of a statesman or legislator, proposes . . . to enrich both 
the people and the sovereign.” 1 Secondly, he suggested that the 
size of the annual produce per head in any country—-the best 
measure of its degree of enrichment—is regulated by two factors— 
“ first, by the skill, dexterity, and judgment with which its labour 
is generally applied; and, secondly, by the proportion between the 
number of those who are employed in useful labour, and that of 
those who are not so employed.” * Thirdly, he insisted that both 
of these factors are largely dependent upon the quantity of 
capital—in the first case because the accumulation of capital 
is not only a historical precondition of the division of labour but 
also greatly encourages the extension of the division of labour, 
and in the second case because the number of useful labourers 
“is everywhere in proportion to the quantity of capital stock 
which is employed in setting them to work, and to the particular 
way in which it is so employed.” * 

Smith’s main theoretical interest lay, therefore, in the sphere 
of capitalist production, and particularly in the problems relating 
to the accumulation of capital. The analytical tools which he 
developed were designed to deal with the questions arising in this 
sphere. His account of accumulation, for example, is formulated 
in terms of two basic theoretical concepts—the notion of surplus 
and the distinction between productive and unproductive labour. 
The social surplus of produce over cost, assuming the dual form of 
rent and profits, is regarded as the only possible source of funds for 
accumulation, and labour is described as “‘ productive ” or “ un- 
productive ’’ according to whether it actually helps to create this 
surplus or merely shares in it.‘ 

In Smith’s system, as opposed to that of the Physiocrats, 
labour employed in manufacture is assumed to be productive— 
in other words, industrial profit is regarded as being an income in 
the nature of a surplus. Profit now stands on its own, quite 
independent of rent—a “real primitive increase of national 


1 Wealth of Nations, Vol. 1, p. 375. 

2 Ibid., p. 1. 

3 Ibid., pp. 241-2, and p. 2. 

‘ This, I believe, is the basic idea which Smith had in mind when making 
his distinction. It is surely implied in the very title of the chapter in which he 
discusses the question—‘‘ Of the Accumulation of Capital, or of Productive and 
Unproductive Labour.”’ The criterion of distinction usually emphasised by 
Smith’s critics to-day—that relating to the material or immaterial character of 
the commodity produced—probably owed its origin to the fact that in Smith’s 
time almost all the labourers employed on a capitalist basis were engaged in the 
production of material goods. 

No. 241.—voL, LXI. D 
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wealth,” as a later economist was to describe it, originating in 
the process of production and regularly yielded even under com- 
petitive conditions. Smith intuitively recognised, I think, that if 
profit was to be regarded in this way a new theory of value had to 
be evolved. Roughly speaking (and with several notable excep- 
tions) previous writers had conceived of the “ value ” of a com- 
modity in terms of the physical items which had been used up in 
order to produce it. The value of a finished commodity equalled 
the value of the raw materials embodied in it, plus the value of the 
subsistence goods consumed during the process of production by 
the men who worked up the raw materials. This crude theory of 
value—which we can perhaps call the “‘ physical cost ’’ theory to 
distinguish it from the Ricardian “labour cost’”’ theory—was, 
of course, quite inadequate to deal with the theoretical problems 
arising out of the new way of looking at profit. In the first place, 
the physical cost theory implied that the “ value ” of what went 
into the productive process was exactly the same as the “ value ”’ 
of what came out—that is, it implied that no surplus was yielded 
in production. And in the second place, on the basis of the physical 
cost theory the existence of profit could be accounted for only by 
conceiving commodities as being customarily sold above their 
value. But as capitalism developed, and markets became more 
and more competitive, economists became increasingly impressed 
by the fact that the actual prices received for a commodity 
tended to oscillate around a sort of mean or average price, and a 
new notion of value began to take the place of the old. It began 
to be felt that value ought to be conceived, not as something which 
a commodity usually sold above, but as something which under 
competition it tended to sell at. The physical cost theory, then, 
was incapable of giving theoretical expression to the idea of 
profit as a value-surplus which originated in the activity of pro- 
duction and which was realised when the commodity was sold 
“ at its value” on a market. A new theory of value had to be 
developed. Smith’s own attempt to deveiop such a theory was no 
doubt confused and ambiguous, but it did at least have the merit 
of directing inquiry away from the physical cost theory and to- 
wards the labour cost theory eventually adopted by Ricardo. 
And although Smith seems to have decided that the labour cost 
theory was inapplicable under conditions of developed capitalism, 
he did apply it fairly consistently in his account of the origin of 
profit. ‘The value which the workmen add to the materials,” 
he wrote, “ resolves itself . . . into two parts, of which the one 
1 Daniel Boileau, Introduction to the Study of Political Economy (1811), p. 164. 
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pays their wages, the other the profits of their employer upon the 
whole stock of materials and wages which he advanced.” + 

But these aspects of the Wealth of Nations appear especially 
significant only if, as I have suggested, we look at Smith’s work 
from the viewpoint of Ricardo’s Principles. It is easy to exag- 
gerate the extent of Smith’s emancipation from Physiocratic 
notions. Taking the Wealth of Nations as a whole, Smith looks 
backwards towards the Physiocrats almost as often as he looks 
forward towards Ricardo. Ina number of passages, for example, 
he stresses the primacy of the agricultural surplus. “It is the 
surplus produce of the country only,” he writes in his chapter on 
the progress of opulence, “‘ or what is over and above the main- 
tenance of the cultivators, that constitutes the subsistence of the 
town, which can therefore increase only with the increase of this 
surplus produce.” * Such statements are not in themselves 
Physiocratic, but they may easily lead to the adoption of a 
Physiocratic viewpoint. Smith asserted that the great landed 
proprietor, when he uses his rent-surplus to purchase manu- 
factured goods from tradesmen and artificers, “‘ indirectly pays all 
(their) wages and profits and thus indirectly contributes to the 
maintenance of all the workmen and their employers.’ And in 
another passage, which Spence was later to find useful, Smith 
argued that the produce of “‘ lands, mines, and fisheries ” replaces 
with a profit not only the capitals required in these spheres ‘“‘ but 
all the others in the society.””* Smith’s leanings towards Physio- 
cracy are even more clearly revealed in his well-known com- 
parison between the productive powers of labour in manufacture 
and in agriculture. In manufacture the labourers occasion only 
“ the reproduction of a value equal to their own consumption, or to 
the capital which employs them, together with its owners’ profits ”’ ; 
but in agriculture, “‘ over and above the capital of the farmer and 
all its profits, they regularly occasion the reproduction of the rent 
of the landlord.” The generation of this additional surplus in 
agriculture is ascribed to the fact that it is only in agriculture that 

1 Wealth of Nations, Vol. 1, p. 42. It should be noted that the Physiocrats 
did not need a theory of value at all in order to give expression to the idea of 
rent as a surplus. In early agricultural production, as distinct from manu- 
facture, the commodities comprising the input are likely to be qualitatively 
similar to those comprising the output, so that the creation of the surplus can be 
plausibly described in real terms without the intervention of a value theory. 
Cf. Malthus, Principles (L.S.E. reprint), pp. 262-4; Ramsay, An Essay on the 
Distribution of Wealth (1836), pp. 137-8 and 146; Marx, Theorien, Vol. 1, 
pp. 44-5; and M. H. Dobb, Political Economy and Capitalism, pp. 31-2. 

* Ibid., Vol. 1, p. 337. 


* Ibid., p. 367. 
« Ibid., p. 249. 








36 THE ECONOMIC JOURNAL [MARCH 









“ nature labours along with man.” In view of these statements, 
it is not surprising that Smith should have believed that the 
interest of the landlords is “ strictly and inseparably connected 
with the general interest of the society.” ? Nor is it surprising 
that his direct critique of Physiocracy at the end of Book IV 
should have been so unsatisfactory. 

In a predominantly agricultural society, it may seem quite 
natural to regard land-rent as the primary and original category 
of income and profit as a secondary and derivative category. Ina 
developed capitalist economy, on the other hand, in which capital 
and capitalist organisation have been extended to embrace every 
field of productive activity, including agriculture, it may seem 
more appropriate to regard profit on capital as the primary and 
land-rent as the secondary income.* From this point of view, 
Smith’s thought was essentially transitional. Although he 
partially succeeded in emancipating profit from its former state of 
dependence upon rent, he was content merely to afford it an equal 
status, and did not seek to assert its superiority over rent. In f 
fact, as we have just seen, rent in his system often retained some § 
of its old pre-eminence. Smith’s genius enabled him to discern ts 
the broad outlines of the capitalist form of economic organisation 
rather in advance of its complete realisation, but he could hardly 
have been expected to anticipate certain fundamental social 
attitudes which emerged only when the industrial revolution was 
well under way. 

The more abstract sections of the Wealth of Nations did not 
excite much interest until the end of the century. Then, how- 
ever, a number of factors combined to attract a considerable 
amount of attention to the question of the origin of capitalist 
profit and its relation to land-rent. The startling increase in 
productivity and profit in the manufacturing industries and the 
threat to Britain’s commerce during the Napoleonic wars were 
obviously influential factors. The promulgation of the Malthusian 
theory of population may perhaps be regarded as another: 
Malthus had drawn popular attention to the relationship between 
subsistence and population, and thence to the relationship of 
dependence between the agricultural surplus and the non- 
agricultural population. But the most important influence, 
overlapping the others and in part dictating the attitudes adopted 
1 Ibid., Vol. 1, p. 324. ’ 
2 Ibid., p. 230. : ‘ 
3 Cf. S. N. Patten, ‘“‘ The Interpretation of Ricardo,” Quarterly Journal of ; 


Economics, April 1893, passim. 
4 See, e.g., the second edition of Malthus’s Essay (1803), pp. 435-6. 
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by the participants in controversies over more ephemeral issues, 
was undoubtedly the sharpening of the political struggle between 
the recipients of rents and the recipients of profits. This struggle, 
culminating in the passing of the Reform Bill, may be said to 
have marked the consummation of the victory of the capitalist 
order in Britain. The question of the origin of profit and the 
nature of the interdependence between rent and profit began to be 
regarded as politically significant. If the agricultural surplus was 
in fact the basic income out of which all the other incomes were 
ultimately paid, this might be presumptive evidence in favour of 
special discriminatory measures protecting agriculture and the 
recipients of rent. If, on the other hand, profit on capital— 
particularly capital employed in manufacture—actually repre- 
sented “a real primitive increase of national wealth,”’ there was 
no longer any necessary presumption in favour of the landed 
proprietors: if manufacture was truly productive, it was truly 
independent. 

The first important work to be considered is John Gray’s 
pamphlet The Essential Principles of the Wealth of Nations, 
published in 1797. ‘‘ The principal and most essential cause of the 
prosperity of a state,” Gray argues, “is the ingenuity and labour 
of its inhabitants exercised upon the fertility of the soil.’ } 
Agricultural labour is truly productive—i.e., productive of a 
surplus; but “no augmentation of the revenue of society arises 
from the labour of a manufacturer,” since ‘‘ the buyer precisely 
loses not only what the manufacturer gains, but the amount of the 
wages, and of the price of the raw materials besides.” * Adam 
Smith and other notable writers have been misled into believing 
that manufacturing labour produces a surplus because of the 
obvious fact that many master-manufacturers do somehow 
manage to get rich. But profit actually originates, not in the 
process of produggion, but in the act of exchange. ‘‘ When the 
manufacturer ceases to be a seller,’’ Gray asserts, “ his profits are 
immediately at a stand, because they are not natural profits, but 
artificial.” 

Two special aspects of Gray’s argument deserve comment. 
In the first place, Gray regards manufacture as unproductive from 
the point of view of the nation as a whole only if the goods are 
sold at home. If they are exported, then “the profit of the 
exporter becomes the profit of the nation where he lives ”’—a 
thorough-going Mercantilist conclusion. In the second place, 


1 Essential Principles, p. 4. * Ibid., p. 36. 3 Ibid., p. 39. 
* Cf. Davenant, An Essay on the East-India-Trade (1697), p. 31. 
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Gray uses Physiocracy not to defend but to attack the landed 
interests. The labourers in manufacture, he says, may be un- 
productive, but they are at least a necessary and useful class. 
But the landlords, because they have separated the rent of land 
from “the constitutional purpose of the defence of the state,” 
have now rendered themselves “‘ one of the most unessential and 
most burdensome classes in society.””1 Gray was not the only 
economist to make Physiocratic principles serve radical ends. 
The idea that the incomes of the landowners were nothing but a 
monstrous exaction from the produce of the labour of the agri- 
cultural workers, and that upon this primary exaction were based 
the claims of numerous other parasitical elements, became quite 
common in the radical literature of the period. Charles Hall, 
Piercy Ravenstone and Thomas Hopkins were among those who 
founded their main arguments on this thesis.” 

Daniel Wakefield, an uncle of Edward Gibbon Wakefield, 
published a reply to Gray in 1799, of which a second edition, 
virtually a new work, appeared five years later. The main 
problem which excited Wakefield’s interest was “‘ whether labour 
employed in manufactures does produce, as well as labour em- 
ployed in agriculture, a surplus value.” * He personifies agri- 
culture by a “ cultivator’ and manufacture by a ‘“‘ manufacturer,”’ 
both of whom, at least in the earlier stages of the argument, are 
assumed to combine in their own persons the qualities of entre- 
preneur and labourer. The “ cultivator” is apparently assumed 
to operate with his own “cattle for work, implements, sheds, 
&c.” and to rent land from a proprietor, while the ‘“ manu- 
facturer”’ is assumed “ to exercise his industry on a borrowed 
capital.”” The cultivator during the process of production 
*‘ annihilates’ certain things in order to obtain his product. 
He annihilates : (1) “‘ his own intermediate support, between seed 
time and harvest ”’; (2) “‘ the wear of his stoc vances”; and 
(3) “‘ the seed sown.’ The value of his “‘ rude produce ”’ will be 
sufficient to replace the value of the three items “ annihilated ” 
and in addition to provide a “surplus value, or surplus produc- 
tion,” divided into ‘‘ the profits of his stock, and the rent of his 
land.”” The manufacturer similarly “annihilates’’: (1) “his 
own intermediate support between the beginning and completion 


1 Essential Principles, p. 51. 

2 Charles Hall, at least, was quite conscious of the affiliation. In a letter 
written in 1808 to Arthur Young he complains that Spence and Cobbett ‘‘ took 
their ideas ’’ from his Effects of Civilisation (B. M. Addl. 35,130, f. 128). 

3 An Inquiry into the Truth of the Two Positions of the French Oeconomists, etc. 


(1799), pp. 6-7. 
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of the manufacture”; (2) ‘the wear of his stock advances ”’; 
and (3) “the raw material used.” The value of his “ finished 
manufacture ”’ will also be sufficient to replace the value of the 
three items “ annihilated ” and in addition to provide a “ surplus 
value ” divided into “ the profits of his stock, and the interest of 
his capital.” 1 Wakefield believes that this argument proves that 
“ both rent of land and interest of capital . . . are equally caused 
by the labour and ingenuity of man producing a surplus, or more 
than his support and expence, whether employed on land, or 
capital : in agriculture, or manufactures.” ? 

This was not a new argument. It had been anticipated in a 
casual remark made by Smith, and Alexander Hamilton had 
used a variant of it as a weapon against Physiocracy in his Report 
on Manufactures in 1791. And, of course, the analogy between 
rent and interest is not very happily drawn: if the cultivator 
operates with his own capital, his net receipts will obviously 


_ include a payment for interest, and rent remains as an income of a 


unique type whose appearance in agriculture alone has still to be 
explained. But the fact that Wakefield looked at the problem 
in terms of cost and surplus value led him to put forward a number 
of subsidiary arguments which are of rather more interest. In the 
first place, he realised that an adequate answer to the Physiocrats 
required the intervention of a theory of value, and he endeavoured 
to supply such a theory himself. The Physiocrats assert, Wake- 
field argues, that “the increase of the Manufacturer is only 
nominal : that, though to him it is an increase, to the community 
it is only a transfer of produce, from the class of Cultivators to 
that of Manufacturers.” But, he asks, ‘‘ how is it ascertained, 
that the increase of the Cultivator is not equally nominal? ” 
Surely it is wrong to consider “‘ not any thing to be valuable but 
food.”” The labour of the manufacturer, like that of the culti- 
vator, yields a surplus value—that is, it is “ worth more in the 
estimation of the Consumer ” than the items annihilated in the 
process of production. If the estimation of the consumer is not to 
be taken as evidence of the value of the product, ‘‘ what shall be 


1 An Essay upon Political Oeconomy (1804), pp. 9-11. 

2 Inquiry, pp. 14-15. 6 

3 Wealth of Nations, Vol. II, p. 329. 

* Papers on Public Credit, Commerce and Finance (ed. 8S. McKee), pp. 184-5. 
Hamilton, like Turgot, emphasised the fact that rent may be regarded as interest 
on the capital sunk in land. The rent paid on land “‘ advanced ”’ to the farmer 
by the landlord, therefore, did not differ qualitatively from the interest paid on 
the capital advanced to the manufacturer. 

5 Wakefield recognised clearly enough that this would be the case if the 
manufacturer worked with his own capital: Essay, p. 11. 
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considered as evidence?”’! Wakefield’s attempt to link a 
subjective theory of value with his main analysis is not particularly 
successful, but a number of the by-products of his attempt are 
interesting—notably his concept of “relative cost” (roughly 
equivalent to our opportunity cost),? his statement that the wages 
of “every kind of educated labour”’ constitute a ‘‘ monopoly 
price,” * and his recognition of the fact that anything which the 
labourers and capitalists receive over and above the supply price 
of labour and capital is in the nature of a rent. In the second 
place, Wakefield laid considerable emphasis on the role of labour 
in production. ‘“ All value,” he says, “‘ is the result of an exertion 
of human wit and industry,” supporting this contention with 
extensive quotations from Garnier, Locke and Priestley. He 
stresses the fact that even in agriculture and the extractive 
industries labour plays a prominent and active role—an argument 
which was to become increasingly familiar during the next 
decade.® 

Interest in these problems among economists must have been 
widespread in the opening years of the nineteenth century. In 
1801 William Spence was reading to a literary society a paper in 
which he maintained “all the main positions ’’ subsequently 
taken up in his Britain Independent of Commerce. In 1803 
Malthus’s second edition appeared. Lauderdale’s Inquiry, with 
its critique of Physiocracy and its new theory of profit, was 
published in 1804; and in the same year, apparently, Simon 
Gray wrote his Happiness of States. And Dugald Stewart was 
including in his influential lectures a long discussion on the distinc- 
tion between productive and unproductive labour, in which he 
tended to side with the Physiocrats rather than with Adam 
Smith. But the publication of Spence’s Britain Independent of 
Commerce in 1807, the advocacy of Spence’s views by Cobbett in 
his Political Register, and the entrance of Mill, Torrens and 


1 Essay, pp. 12-14. 

2 Ibid., pp. 51-3. 

3 Ibid., p. 67. 

4 Ibid., p. 69. Cf. Buchanan, Observations on the Subjects Treated in Dr. 
Smith’s Inquiry (1814), pp. 39-41. 

5 Ibid., p. 56 and pp. 40-6. This argument, that labour is very important 
in agriculture, was sometimes associated with another—that nature is very 
important in manufacture. Ricardo used it in his Principles (Works, pp. 39-40, 
footnote); it is also to be found in Hamilton’s Report on Manufactures (op. cit., 
p- 183); and in a review of Lauderdale’s Inquiry in the Edinburgh Review, July 
1804. p. 359. 

* Cf. Spence’s letter in Cobbett’s Weekly Political Register, December 5, 1807, 
pp. 921-2. 
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Chalmers into the arena, brought the controversy to the notice 
of a much wider public. 

Spence’s work, considered in itself, is not particularly interest- 
ing. It caused a great popular stir, of course, largely because 
Spence put forward the comfortable view that the destruction of 
Britain’s overseas trade by Napoleon would make little difference 
to national welfare. As an exposition of the theory of Physiocracy 
it is inferior to Gray’s pamphlet. Spence tried to explain the 
origin of industrial profit by arguing, more or less as the French 
Physiocrats had done, that the cultivator may give more for a 
manufactured article than its “‘ real value ’’—its “real value ” 
being conceived (in physical cost terms) as being equivalent to 
“the raw produce and food consumed in producing it.” 1 The 
master-manufacturer may in this manner receive a surplus over his 
costs of production, and may even be able to accumulate part of his 
profits and thus acquire great riches—but even then “ the whole 
of his gains would be at the expense of the land proprietors, and no 
addition would be made to the national wealth.” * Cobbett’s 
extensive advocacy of Spence’s views (under the provocative title 
“ Perish Commerce ”’) did not contribute a great deal towards a 
solution of the theoretical problem involved, although one of his 
correspondeats was acute enough to realise that its solution 
depended upon regarding value as being “ constituted by labour, 
or the difficulty of producing any commodity.” ® 

Torrens’s reply to Spence, T'he Economists Refuted, contains 
some interesting passages which have sometimes been construed 
as an anticipation of the doctrine of comparative costs,‘ but in 
general it is much less effective than James Mill’s Commerce 
Defended. Mill’s chapter on Consumption is a remarkable piece of 
work. It is quite consciously imbued with the main ideas 
associated with the mature Classical outlook—that production is 
primary and consumption secondary, that the economic progress 
of society depends upon the accumulation of capital, and that the 
only possible source of funds for accumulation is the social 
surplus. The main purpose of the chapter is to attack Spence’s 
contentions that “‘ expenditure, not parsimony, is the province of 
the class of land proprietors,” and that “for the constantly 
progressive maintenance of the prosperity of the community, it is 


1 Spence, Tracts on Political Economy (1822), p. 148. 
2 Ibid., p. 14. 
3 Register, January 23, 1808, pp. 130 ff. See also the letter in the issue of 
February 6, 1808, pp. 218 ff. 
“ See Viner, Studies in the Theory of International Trade, pp. 441-4. 
5 Commerce Defended (1808), pp. 79, 70-4, and passim, 
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absolutely requisite that this class should go on progressively 
increasing its expenditure.”’1 Mill saw Spence’s argument for 
what it was—an attack upon capital accumulation, and denied 
vehemently that it was possible for capital to increase too fast. 
** Obstacles enow exist to the augmentation of capital,” he said, 
** without the operation of ridiculous speculations.” 2 To support 
his attack on this part of Spence’s book, Mill refurbished a well- 
known dictum of Smith’s * in order to assure Spence that “ the 
whole annual produce of the country will be always very com- 
pletely consumed, whether his landlords choose to spend or to 
accumulate.” 4 Mill then proceeded to develop his famous 
exposition of what subsequently came to be known as Say’s Law. 
The most interesting thing about this controversy (continued by 
Spence in his tract Agriculture the Source of the Wealth of Great 
Britain) is, of course, the way in which it foreshadowed the later 
and greater one between Ricardo and Malthus. Malthus, like 
Spence (and indeed like Chalmers too), seems to have based his 
under-consumptionist doctrine on the Physiocratic contention 
that “‘ the unproductive consumption of the landlords and 
capitalists’ should be “ proportioned to the natural surplus of 
the society ”;5 and Ricardo, like Mill, based his reply on an 
elaboration of Smith’s dictum and on Say’s Law. 

Two more Physiocratic tracts remain to be noticed. One of 
them, the anonymous pamphlet Sketches on Political Economy 
(1809), has often been commented upon, and little need be said 
about it here. The author uses Physiocracy (plus a version of 
the labour theory of value) to attack Lauderdale’s theory of the 
productivity of capital. Capital is merely ‘“ accumulated 
labour,” it is urged, and “can only reproduce itself without 
addition.” 7 The most curious thing about the pamphlet is the 
manner in which the author vacillates between different theories 

1 Spence, Tracts, pp. 32-3. 

2C ce Defended, p. 88. 

3 Wealth of Nations, Vol. I, p. 302. 

4 


Commerce Defended, p. 71. 

5 From a letter from Malthus to Ricardo of July 16, 1821, quoted by Keynes 
in Essays in Biography, p. 144. 

6 Traces of the Physiocratic outlook may be found in the work of men like 
Thomas Joplin and J. S. Reynolds, as well as in that of a number of the radical 
economists and Malthusian underconsumptionists. Haney has claimed Egerton 
Brydges as a Physiocrat, but the allegedly Physiocratic passages are so vague 
that the claim seems to be hardly justified. (Brydges is more notable for a clear 
statement of the relation between price and marginal cost—see his Population 
and Riches (1819), pp. 21-2 and passim.) The only other out-and-out Physiocrat 
I have been able to trace was William Reid, who published a defence of Physio- 
cracy in 1833 (Inquiry into the Causes of the Present Distress), 

7 Sketches, pp. 19-28., * 
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of value. He begins by flirting with something like a subjective 
theory based on diminishing utility; then he asserts that value 
“may safely be defined labour” and that “in the exchange of 
commodities, the worth of each in relation to the other, is estimated 
by the time employed in fabricating it ”’ ; 1 and finally, he seems to 
discard the labour theory and adopts Spence’s Physiocratic 
concept of “real value.” The pamphlet, like Wakefield’s, at 
least has the merit of recognising that to explain surplus value some 
theory of value is necessary. 

The other Physiocratic work, Thomas Chalmers’ Enquiry into 
the Extent and Stability of National Resources, was published in 
1808. It was inspired by the same set of circumstances which 
stimulated Spence’s pamphlet, but according to Chalmers he did 
not see the latter until his own work was nearly completed.” 
Chalmers’ intention was to prove that “‘ a much larger proportion 
of the wealth of the country may be transferred to the augmenta- 
tion of the public revenue, and that . . . a much larger proportion 
of the population of the country may be transferred to the 
augmentation of its naval and military establishments.” * His 
main analysis is divided into three parts. First, he considers “ the 
case of a country that carries on no foreign trade.”” He argues 
that the population of a country consists of : (1) the Agricultural 
Population, upon whom devolves the labour of providing food for 
the whole community; (2) the Secondary Population, who are 
engaged in providing strict necessities other than food (clothing, 
housing, etc.) for the whole community; and (3) the balance, the 
Disposable Population. This third group is “ disposable” in 
the sense that it is maintained out of the “ surplus food of the 
country,’ which is, in the first instance, “at the disposal of its 
proprietor.’ The proprietor assigns the agricultural surplus to 
the disposable population, who, in return, “ contribute in various 
ways to his comforts and enjoyments.” The master gives the 
orders and the servants obey. If the country carries on no 
foreign trade, then, it follows from this view of the economy that 
the destruction of a particular manufacture is a matter of little 
concern. The agricultural surplus—the subsistence fund for the 
disposable population—is still in existence, and since “it will 
infallibly be expended ” by the landed proprietor, the displaced 
workmen will soon be given “‘ the same maintenance as before, in 
another capacity.”” All that will happen is that a section of the 
disposable population will be put on to producing a different 
commodity. And if the government taxes the landed proprietor, 


1 Sketches, pp. 1-3. 2 Enquiry, p. 343. 3 Ibid., p. 295. 
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“ and appropriates to itself part of that fund which is expended on 
the maintenance of the disposable population,” the position is 
similar : the proprietor has to dismiss a section of the disposable 
population, but the government will soon re-employ them in 
another capacity. If it employs them as soldiers, the country 
will lose the commodities they were formerly producing, but will 
gain in return a different commodity, which at the present time is 
far more precious—security against invasion. ‘There is no 
creative, no inherent virtue in the manufacture: It is the con- 
sumer who contributes the revenue.” } 

Secondly, Chalmers considers “ the case of a country which 
carries on foreign trade, but is subsisted by its own agricultural 
produce.” The landed proprietor, it is contended, “‘ may also 
conceive a liking for an article of foreign manufacture.’’ Owing 
to the heavy transport costs involved, he will not send his surplus 
produce abroad to pay for the foreign goods—he will instead 
‘** maintain labourers at home, and send over their work as an 
equivalent.’’ The idea that those who live by foreign trade form 
*‘ an independent interest,”’ and that their wealth “is an original 
and not a derived wealth,” is simply an illusion. The practical 
conclusions arrived at in the first case also apply to the second.” 

Thirdly, Chalmers considers “ the case of a country which has 
to import agricultural produce.”’ This is obviously a much more 
difficult case than the second one, and Chalmers’ method of dealing 
with it is ingenious, although hardly satisfactory. He begins by 
asserting that “the inhabitants of a whole country are seldom 
accumulated to any great degree beyond the limits of its own 
agricultural produce.” * He then suggests, with the aid of a 
somewhat dubious calculation, that the “ redundant population ” 
of Great Britain (that is, the population subsisted by imported 
food) ‘‘ does not amount to above one-thirtieth of the natural 
population of the island.” It is true, he admits, that the 
destruction of Britain’s foreign trade would render the redundant 
population jobless, and reduce the national income. But this is 
not a cause for despair: their contribution is negligible, and in 
any event it would probably be quite easy to introduce improve- 
ments in agriculture which would increase the surplus of food 
sufficiently to maintain them.® 


1 Enquiry, Chapter I, passim. 

2 Ibid., Chapter 2, passim. 

% Ibid., p. 145. Cf. Dugald Stewart, Works, Vol. I, p. 270. 

4 Ibid., p. 147. Cf. Ricardo, Works, p. 383, and Chalmers, Political 
Economy (1832), p. 227. 

5 Ibid., Chapter 3, passim. 
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The passages in which Chalmers discusses the origin of in- 
dustrial and commercial profit are consistently Physiocratic. It 
may be asked, he argues, how it is possible to distinguish between 
“ original and derived wealth ’’ when there appears on the surface 
to be a ‘‘ mutual dependence” between buyers and sellers. It 
may be asked whether he has not “all along overlooked a very 
important element, the profit of our capitalists.” But such 
criticisms ignore the vital fact that “the proprietors of the 
necessaries of life compose the original and independent interest.”’ 
And profit is simply a wage for the “ higher species of service ” 
rendered by the capitalist—a wage which, like that of all the 
others who labour in manufactures, is paid by the “ original 
proprietors of the necessaries of existence.” The capitalist may 
secure a profit which is more than sufficient “‘ to make up to him 
the maintenance of a labourer,’’ so that he, as well as the landed 
proprietor, may be able to “ command the services of so many 
of the disposable population.” But even so, the wealth of the 
merchant or manufacturer is necessarily derived, whereas that of 
the landed proprietor is original.? 


Between Chalmers’ Enquiry and Ricardo’s Principles there 
lies a deep gulf. Whereas Chalmers thinks of the surplus as a 
flow of commodities of a particular type, Ricardo thinks of it as a 
flow of value, and the physical attributes of the commodities 
produced in the economy become irrelevant to the problem of the 
increase of wealth. Then again, while both Chalmers and Ricardo 
regard the power and prosperity of a country as being largely 
dependent upon the size of its net revenue,? Chalmers regards the 
surplus as consisting of rent alone, and Ricardo regards it as 
consisting of both rent and profits. And finally, whereas Chalmers 
treats profit as being paid out of rent, there is an important sense 
in which Ricardo treats profit as the primary, and rent as the 
derivative, income. 

Ricardo’s Principles reflects a new social attitude which had 
been struggling for adequate theoretical expression for some time. 
Chalmers himself was haunted by it, and, since his book was 
written to combat it, often stated it fairly precisely. Manu- 
factures, he said, “ are looked up to as an original and independent 
interest, as possessing in themselves some native and inherent 
ability, and as if the very existence of the country depended 


1 Enquiry, Chapters 2 and 4, passim. 
2 Ibid., p. 224; Ricardo, Works, pp. 210-12. 
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upon their prosperity and extension.”’! Again, “ the interest of 
the country is supposed to be identical with the interest of its 
traders and shopkeepers; and as profit is the grand source of their 
revenue, so profit . . . is supposed to be one of the grand sources 
of the revenue of the public.” ? As capitalist methods spread 
throughout the economy, as striking increases in productivity 
followed one upon the other, and as accumulation came to be 
made more and more out of profits and less and less out of rents, 
the idea naturally became current that profits were not just 
equally as important as rents, but somehow superior to them. 

It was more difficult than it might appear to give theoretical 
expression to this new attitude. For one thing, the claims of 
agriculture to pre-eminence were hard to dispute. No one could 
deny that agriculture was historically prior to industry and 
commerce, and that, at least in the absence of international 
trade, the size of the agricultural surplus did still effectively limit 
the extension of industry and commerce. And whereas the 
production of a surplus in agriculture could easily enough be 
visualised in physical terms, it was difficult to visualise a similar 
process taking place in manufacture, where the elements of input 
and output usually consisted of entirely different commodities. 
The production of a surplus in manufacture could be visualised 
only in terms of value, which required quite a considerable 
development in the use of abstraction in economic analysis; 
and an abstraction from the physical attributes of the commodi- 
ties produced could become plausible only when the territorial 
division of labour had become recognised as a normal and natural 
feature of the world economic scene, and when it had been allowed 
that “‘there is always abundance of food in the world”? 
for which Britain’s manufactured exports could be exchanged. 
For these reasons, it: was difficult enough to establish even the 
independence of profit, let alone its superiority over rent. 

Nevertheless, as a result of the Physiocratic controversies, the 
independence of profit was successfully maintained. It became 
widely accepted that labour was able to produce a surplus in 
manufacture as well as in agriculture, and that agriculture was 
not even especially productive. Nature’s labour is important 
in manufacture; man’s labour is important in agriculture; rent 
of land is qualitatively similar to interest on capital; elements 
akin to rent are found in profit and wages—all these were argu- 


1 Enquiry, p. 54. Cf. Hollander, David Ricardo, p. 16. 
2 Ibid., p. 169. 
3 Ricardo, Works, p. 191, footnote. 
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ments put forward to prove that there was nothing sacrosanct 
about rent and nothing unique about agriculture. The next 
stage was to turn the tables completely on the Physiocrats and to 
treat profit, rather than rent, as the primary and original income.! 
For this principle to be embodied in a theoretical system, two 
pieces of apparatus required to be evolved. First, a theory of 
value was needed—a theory which would be free from any bias 
towards the old physical cost concept, and which was capable of 
distinguishing between cost and surplus in manufacture as well as 
in agriculture. Smith and some of the anti-Physiocrats had 
pointed in the direction of the labour theory which Ricardo was to 
adopt; and any ties which still existed between the physical cost 
and labour cost concepts were decisively broken in Ricardo’s first 
chapter-heading. Second, a theory of rent was needed—a theory 
which would suggest that rent was not an original but a derivative 
income. Ricardo consistently interpreted his new theory of rent 
in this way. Whereas Malthus always regarded rent as an 
agricultural surplus beneficently provided by Nature, Ricardo 
always regarded it as a deduction from profits—a deduction made 
possible only because Nature had been less beneficent in supplying 
fertile land than she had been in supplying such things as air and 
water. Rent, by the operation of natural laws, had come to be a 
part of the social surplus, but it had gained this position only at 
the expense of profits. Building on the ground which had been 
cleared during the Physiocratic controversies, Ricardo was at last 
able to give precise theoretical expression to the mature Classical 
outlook. 
Ronatp L. MEEK 
University of Glasgow. 


1 Buchanan made an attempt to do this in 1814: see his Observations, p. 135. 
Ricardo was apparently impressed by these passages: see Works, p. 243. 








ON MAKING THE BEST OF BALANCE OF PAYMENTS 
RESTRICTIONS ON IMPORTS 


Part I—Tue THEORY 


Introduction 


1. Tue title of this paper very exactly describes its theme. No 
view is expressed or implied regarding the desirability, or other- 
wise, from the international standpoint, of the use of import 
restriction as a short- or medium-term stabiliser of the balance of 
payments. The fact that the principal stabilising device of the 
old system—variation in employment, production and incomes— 
is now generally regarded with disfavour, makes it necessary to 
lean more heavily on such alternative techriiques as remain avail- 
able, e.g., import restriction, flexible exchange rates, international 
short-term credit flows of a compensatory type and the use of 
substantial gold reserves. Economists will differ in the relative 
emphasis they lay upon the various alternatives. That issue is 
not examined here. Our theme is a more limited one; given that 
import restrictions continue to be rather widely employed as a 
means of meeting medium-term disequilibria in the balance of 
payments, how would they have to be applied in order to reduce 
to a minimum their admitted diseconomies ? 


Assumptions of the Economic Model 


2. Assume that import restriction is the only method whereby 
a country can correct an adverse balance of payments. In each 
country full employment is maintained, and the leve! of factor 
prices is kept stable relative to the levels in other countries— 
thus excluding deflation and exchange depreciation as methods of 
restoring balance of payments equilibrium. Export subsidisa- 
tion or restriction and any kind of manipulation of capital move- 
ments are also excluded. Currency reserves are negligible, so 
that any balance-of-payments disequilibrium has to be at once 
corrected. All currencies are convertible. Import restrictions, 
however, can be applied with varying degrees of severity accord- 
ing to commodity and country of origin. Perfect competition 
prevails within each country, so that the severity of any import 
restriction is reflected in the margin between the price in the 
importing and that in the exporting country. Commodities 
exchange internationally at the prices prevailing in the country 
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of export; any margin accrues to the importing country. The 
export-supply curves and the import-demand curves of the 
several commodities traded between the several pairs of countries 
are all given independently of each other and of the actual course 
of trade. (This assumption is later removed.) Export supply 
conditions are such as to ensure that any expansion in the demand 
for a country’s exports increases the value as well as the quantity 
exported. Considerations of space prevent examination of the 
exceptional cases where these supply conditions do not obtain. 


Welfare Conventions 


3. It is assumed that there are no external economies of pro- 
duction or consumption, that producers equate value of marginal 
factor with product price for each factor and product, that 
consumers secure an equi-marginal return in private utility from 
all forms of expenditure, and that increments in the general 
utility or welfare are made up of the sum of the increments of the 
private utilities of individuals. This allows us henceforward to 
speak of “ utility ‘’ without distinguishing whether it is private or 
general. Finally, it is assumed that the marginal utility of money 
. expenditure is the same for each individual in whatever country 
he may live; or at least that it is, on the average, the same for 
those who gain by any given change in the economic situation as 
for those who lose. This implies that the marginal utility of 
any commodity to any individual can be measured by the price 
of that commodity within the country inhabited by the individual 
in question. 


Criteria of ‘‘ Optimisation ” and “ Improvement ” 


4. The problem is to define the characteristics of an optimal 
structure of restrictions on imports of each commodity into each 
country from each other country subject to the conditions of the 
model. In order to do this one has to be able to judge whether 
the change in the economic situation consequential on any 
alteration in an assumed initial structure of import restrictions is 
or is not an improvement. 

5. Under the assumed conditions the net gain from any small 
change in the economic situation can be measured by: (a) any 
increments in output minus, (b) any increments in input plus, 
(c) any increments in goods, services or claims received by an 
individual minus, (d) any increments in goods, services or claims 
supplied by any individual, all such increments being valued at 


the prices prevailing in the countries inhabited by the firm or 
No. 241.—vo.. LX1. E 
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individual in question. Most of these items will cancel out. All 
transfers between individuals in the same country, or between 
individuals in countries having the same price for the commodity 
or claim in question (there being no trade barriers between the 
countries in that commodity or claim) will count equally as 
gains and losses. Since we are here concerned with economic 
changes initiated by shifts in trade barriers, production changes 
are merely consequential and, since perfect competition prevails, 
each firm’s increments of output will equal in value its increments 
in input. The net gain from the whole operation can therefore be 
measured by the sum of the increments of international trade in such 
items as are subject to import restriction, each increment being valued 
by the margin between the inland price in the importing country and 
that in the exporting country. This margin will vary with the degree 
of restriction currently applied to the imports in question and will 
equal the specific import duty corresponding to that degree of 
restriction.* 

6. The structure of import restrictions may be deemed optimal 
when no change in international trade quantities, capable of being 
brought about by a change in that structure, will yield a net gain 
by the above criterion. It is possible to define the characteristics 
of an optimal structure by considering a limited number of 
types of changes in international trade quantities or, as we shall 
call them, ‘“ trade adjustments.” 


Types of Equilibrated Trade Adjustment 


7. Starting from an initial position in which each country is 
in balance-of-payments equilibrium with the others taken as a 
group, but only because some or all countries are applying re- 
strictions on imports, consider the following types of adjustment, 
each of which is so applied as to leave each country’s overall 
balance of payments unchanged. 

(a) A change in a certain country’s import of a certain 
commodity and a change of opposite sign in its import of a 
second commodity, both from the same exporting country. 

(b) A change in a certain country’s import of a certain 
commodity from a second country and a change of the same 

1 This amounts to defining an improvement as any change which increases 
the value of world output less the value of world input at constant market 
prices. An alternative definition would have been ‘“ any change the gainers 
from which could (though they do not) over-compensate the losers.”” Where, 
as in the case examined here, the economic model is such that the payment or 
non-payment of compensation in itself affects real world output these criteria 
diverge. I hope to discuss the relative merits of the two criteria in such cases in 
a future paper. 
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sign in the second country’s import of a second commodity 
from the first country. 

(c) A change in a certain country’s import of a certain 
commodity from a second country, a change of the same 
sign in second country’s import of a second commodity from 
the third country and a change of the same sign in the third 
country’s import of a third commodity from the first country. 

(d) A change in a certain country’s import of a certain 
commodity from a second country, a change of the same 
sign in the second country’s import of a second commodity 
from a third country and a change of opposite sign in the 
first country’s import of a third commodity from the third 
country. 


Type (a) Adjustments (Unilateral) 


8. Suppose that B’s restrictions on imports of m from A are 
relaxed, while those on imports of n from A are intensified in such 
a way as to preserve unchanged any initial inequality of payments 
between A and B. The rise in the cost (at A prices) of imports 
of m must balance the fall in cost of imports of n. The gain, if 
any, from the adjustment is measured by the rise in imports of 
m, weighted by the margin between B prices and A prices of m, 
less the fall in imports of n, weighed by the price margin of n. 
There will be a net gain only if the ratio of m’s price margin to 
n’s price margin is higher than the rate at which imports of n 
fall as those of m rise. But the rate at which imports of those 
of n fall depends on the elasticities of supply from A to B of m 
and n respectively, and the price margins of m and n depend on 
the severity of B’s restrictions on imports of m and n respectively 
and the rate at which imports of n fall as those of m rise depends 
on the elasticities of supply from A to B of n and m respectively. 

9. At this point it is convenient to introduce the notion of 
“responsiveness of supply ”’ by which is meant the ratio of the 
proportionate increase in quantity sold to the proportionate 
increase in the seller’s money receipts. ‘‘ Responsiveness of 
supply ” as thus defined is, of course, a function of the elasticity 
of supply with respect to price. Now, reverting to our example, 
the adjustment described will yield a net gain if, but only if, the 
ratio of the ad valorem tariff-equivalent of the import restriction 
on m to that of the import restriction on n exceeds the ratio of 
the responsiveness of supply (from A to B) of m to that of m. 
(In what follows the expression “ the ‘ tariff’ ” is used to signify 
“the tariff-equivalent of the import restriction.”) The situation 
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will be incapable of improvement by Type (a) adjustments when 
the ratio of the percentage “ tariffs ” on any pair of commodities 
imported by any country from any other country equals the 
reciprocal of the ratio of the corresponding export supply 
responsiveness. 


Type (b) Adjustments (Bilateral) 


10. Suppose that A’s restrictions on imports of p from B, and 
B’s restrictions on imports of q from A are both relaxed in such a 
way as to leave unaffected A’s balance of payments with B. 

11. The mutual relaxation of import restrictions will give rise 
to an increase both in the value and in the volume of the exports 
both of p and g. So long as the price of each of these commodi- 
ties in the importing country exceeds its price in the exporting 
country, i.e., so long as import restrictions are in force in both 
cases, the adjustment must, according to our criterion of meliorisa- 
tion, be beneficial. The mutual relaxation of import restrictions 
can therefore be continued with advantage up to the point at 
which one or other of the commodities is being imported entirely 
without restriction. At this point, according to the conditions 
of our model, the adjustment must stop (though if import sub- 
sidisation had been permitted, it could have proceeded farther 
with advantage). 


Type (c) Adjustments (Trilateral) 

12. Suppose that A relaxes restrictions on imports of r from 
C, B relaxes restrictions on imports of s from A and C relaxes 
restrictions on imports of ¢ from B in such a way as to leave un- 
changed the balance-of-payments surplus or deficit of each 
country vis-d-vis the other pair. There will ensue an expansion 
in the value and volume of exports of r, s and ¢ which can continue 
with advantage up to the point at which one of the three com- 
modities—say t—is being imported without restriction. At this 
point, according to the conditions of our model, the adjustment 
must stop. 


Type (c) Adjustments (Trilateral) 

13. Suppose that C intensifies restrictions on imports of x 
from A, and relaxes restrictions on imports of y from B, while B 
relaxes restrictions on imports of z from A, in such a way as to 
leave unchanged the balance-of-payments surplus or deficit of 
each country vis-d-vis the remaining pair taken together. This 


1 See Appendix, paragraph 1. 
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implies that the decline in value of C’s imports of x must equal the 
increase in value of its imports of y, which in turn must equal the 
increase in value of B’s imports of z. Starting from a point at 
which C’s “ tariff” on z is negligible, this type of adjustment can 
be carried either to a point at which it is abruptly brought to a 
stop by the disappearance of all import restrictions in B on z or in 
C on y, or to a point at which, thanks to the decline in B’s “ tariff ”’ 
on z and C’s “ tariff” on y, and the increase in C’s “ tariff’ on 2, 
it ceases to show a net advantage. This optimal point will be 
attained when C’s percentage “ tariff’ on x times the responsive- 
ness of supply of x from A to C, equals C’s percentage “ tariff ” 
on y times the responsiveness of supply of y from B to C, plus B’s 
percentage ‘tariff’? on z times the responsiveness of supply 
of z from A to B.} 


Optimal Structure of Import Restrictions 


14. By combining advantageous adjustments of Type (a) and 
(b), applying them to all commodities traded between all pairs of 
countries, and pushing them to the point of maximum advantage, 
we reach a situation in which in each pair of countries one country 
is importing all commodities from the other without restriction, 
while the second country is imposing on commodities imported 
from the first percentage “ tariffs’ inversely proportional to the 
corresponding responsivenesses of export supply. 

15. By proceeding similarly, in addition, with advantageous 
adjustments of Types (c) and (d), and by pursuing the practice, 
whenever advantageous adjustments are checked by the elimina- 
tion of one country’s restrictions on imports from another, of 
initiating a new set of adjustments involving the restriction of the 
second country’s imports from the first, it is always possible to 
arrive at a situation of the following kind. All countries are ranged 
in an order, which we may term an order of “ strength,” such 
that : (i) each country is importing freely from countries ‘‘ weaker ”’ 
than itself and restricting imports of all commodities from countries 
“ stronger” than itself ; (ii) the percentage “‘ tariffs’ imposed by any 
country on the various commodities imported from any “ stronger” 
country are inversely proportional to the corresponding export 
supply responsivenesses ; (tii) as between any three countries, the 
“ weak” country will be imposing on any commodity imported from 
the “‘ strong” country a percentage “‘ tariff”? which, when multiplied 
by the corresponding export supply responsiveness, will equal the 
sum of (a) the percentage “tariff” which it imposes on any 


1 See Appendix, paragraph 2. 
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commodity imported from the “intermediate” country, times the 
corresponding export supply responsiveness, and (b) the percentage 
“ tariff’ which the “ intermediate” country imposes on any com- 
modity imported from the “‘ strong” country, times the corresponding 
export-supply responsiveness. 

16. Where all export-supply responsivenesses are equal each 
country should impose on all commodities imported from each 
“ stronger ’’ country a uniform percentage “ tariff’? equal to the 
sum of the percentage “ tariffs’ applied by itself and by each 
** intermediate ”’ country on imports from the country immediately 
superior in order of “ strength.” 

17. It could probably be demonstrated mathematically, 
given the relevant demand and supply conditions, that only one 
order of countries will satisfy the criteria set forth in paragraph 15 
above, i.e., that any situation satisfying these criteria is not merely 
a “local” optimum but the absolute optimum subject to the 
conditions of the model. For suppose that, starting from a 
position which satisfies the criteria, a country is “‘ promoted ”’ to 
a higher place in the order over the heads of a number of other 
countries. The “ promoted” country will have to remove any 
restrictions on imports from the ‘‘ demoted ” countries, while the 
latter will impose some restrictions on imports from the “ pro- 
moted ” country. Moreover, all countries of lower order will in- 
tensify their restrictions on imports from the “ promoted ” country 
relative to the restrictions on imports from the ‘‘ demoted ” 
countries. It seems impossible that both the “‘ promoted ” and 
the “‘ demoted ” countries will, under these conditions, maintain 
their overall balance-of-payments positions unchanged. The 
** promotion ”’ will therefore not be permissible. 

18. No advantage will be gained by proceeding to consider 
adjustments between four or more countries. Quadrilateral and 
multilateral adjustments can be resolved into a combination of 
notional trilateral adjustments of the kind already described, and 
can yield no improvement over the position already defined. 


Inter-trade Repercussions 


19. We must now consider to what extent the results so far 
attained will be affected by the removal of the simplifying assump- 
tion of paragraph 2 that each of the relevant export-supply curves 
and import-demand curves is unaffected by the volume of imports 
or exports in other commodities or with other countries. 

20. The most important for our purpose of the possible inter- 
relationships between particular trades are the following : 
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(i) an increased export of a particular commodity from 
one country to another may raise the supply curves of 
other commodities exported by the first country to the 
second particularly in the short run; 

(ii) increased exports from one country to a second may 
raise the supply curves of exports from the first country to 
third countries, particularly of the same commodities, and 
particularly in the short run ; 

(iii) increased imports by one country from a second 
country will tend to reduce the demand curves in the first 
country for imports from third countries, particularly imports 
of the same commodities. 


Effect of Inter-trade Repercussions on the Optimal Structure of 
Import Restrictions 


21. Repercussion (i) affects the optimal relative “ tariffs ” 
imposed by any one country on the various commodities import- 
ed from another. Any commodity which is highly substitutible in 
the export country for other commodities exported to the same 
importing country should be restricted more severely by the 
latter than its supply responsiveness would otherwise warrant. 
This will tend to make optimal relative percentage “‘ tariffs ” on 
different commodities imported from the same country more 
nearly equal than on the assumption of independent supply 
curves. 

22. Repercussions (ii) and (iii) affect the desirability of carry- 
ing mutual trade between each pair of countries to the point at 
which only one of the two is restricting imports from the other 
Suppose there are only three countries, A, B and C, ranged in that 
order, between which prevails a system of import restrictions of 
the type described in paragraph 15. A and B begin to restrict 
imports from each other without altering the initial inequality in 
their bilateral balance of payments. Can this be advantageous ? 
Both A and B will tend, in accordance with (iii), to take additional 
imports from C in substitution for each other’s products. More- 
over, in accordance with (ii), the contraction in A’s and B’s 
mutual exports should tend to lower the supply prices of their 
exports to C. C will then be able to increase its imports from A 
and B without detriment to its balance of payments. 

23. Up to a point the advantage of the expansion in C’s imports 
from A and B might outweigh the disadvantage of the contraction 
of B’s imports from A and also—though for small adjustments 
this is unimportant—the contraction of A’s imports from B. In 
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the longer-run, however, the effects of (ii) will become negligible, 
and a contraction of A’s and B’s mutual trade, though justifiable 
in the short run, might well be unjustifiable in the long run. 

24. Suppose, now that starting from the position described in 
paragraph 15, countries B and C begin to contract their mutual 
imports while leaving their bilateral balance of payments un- 
altered. This will not lead automatically to any reduction in 
imports from A, since B’s and C’s imports from A are determined 
by their balance-of-payments position vis-d-vis A. It will, 
however, in the short-run at any rate, probably lead to a decline 
in the supply prices of B’s and C’s exports respectively to A. 
Everything now depends on the elasticity of demand in A for 
imports from B and C respectively. If, as will normally be the 
case, this elasticity is in both cases higher than unity, A will 
increase its expenditure on imports from B and C, which will 
therefore be in a position to“expand their,imports from A. 

25. This operation will be advantageous only if the additional 
imports into C and B from A outweigh the fall in B’s and C’s 
mutual imports. It is clearly much less likely to be advantageous 
than the mutual restriction of imports between A and B 
previously considered. Import diversion plays no part in it. 
The effect of export diversion is indirect and is unlikely to be as 
beneficial as was export diversion in the case previously considered 
unless A’s elasticity of demand for imports from B and C is at 
least 2. In the long-run, this elasticity of demand may well be 
substantially higher than 2, but by that time the fall in B’s and 
C’s export-supply prices, resulting from their mutual contraction 
of trade, may have become negligible. It, therefore, seems most 
unlikely that any mu‘ ual restriction of imports by B and C will 
prove to be advantageous. The same applies, in even greater 
measure, to a mutual restriction of imports between A and C. 

26. Consider now the effect of inter-trade repercussions on the 
optimum for trilateral adjustments as previously established. 
Start once more with countries, A, B, C in that order of strength, 
with a structure of import restrictions as described in paragraph 
15. Suppose that C imports more from A and less from B, thus 
forcing B to import less from A. A small trade adjustment of this 
sort, which leaves undisturbed each country’s balance of payments 
with the other two combined, would, in the absence of the reper- 
cussions discussed below, have a negligible effect on welfare. 
Now the fall in B’s imports from A will lead to an expansion in 
B’s imports from C (repercussion (iii)) so that the fall of C’s imports 
from B need no longer be so great in value as the rise of her imports 
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from A. Moreover, the fall in B’s exports to C may lead, in the 
short run, to a fall in the supply price of B’s exports to A (reper- 
cussion (ii)) and (if A’s demand is of more than unit elasticity) 
to an increase in B’s export receipts from A, so that the fall in 
B’s imports from A need no longer be as great in value as the fall 
of C’s imports from B. These mitigations in the fall of C’s imports 
from B, and of B’s imports from A, constitute, for small adjust- 
ments, a net advantage. An extension of such an adjustment, 
however, as it got farther from the position defined in paragraph 15 
would create disadvantages which would, after a point, outweigh 
the advantages just mentioned. 

27. To sum up, the examination of inter-trade repercussions 
alters our conception of an optimal structure of import barriers 
from that arrived at on the assumption of the independence of 
demand and supply curves, 

(a) by mitigating the degree of inter-commodity dis- 
crimination in the restrictions to be imposed by any country 
on imports from a second country ; 

(b) by indicating a possible but doubtful advantage in 
some degree of mutual import restriction as between relatively 
“ strong ” countries, and 

(c) by reducing the degree of preference to be given 
by “weaker” countries to imports from “intermediate ” 
countries over imports from “ stronger ’’ countries. 


Part JIJ—Tuer THerory APPLieD 


28. Let us now examine to what extent various existing, pro- 
jected or possible trade-and-payments arrangements satisfy the 
requirements of an optimal structure so set forth in Part I. 


Non-discriminatory Import Restriction 
29. Consider, first, the system under which balance-of-pay- 
ments import restrictions are applied in a non-discriminatory 
manner, so as to be equivalent to a uniform tariff vis-d-vis all 
supplying countries. If, as was assumed in Part I, all currencies 
were fully convertible, each country, in so far as it acted uni- 
laterally without exchanging concessions with other countries, and 
without taking account of their supply elasticities or other 
indirect repercussions, would have an incentive to apply its import 
restrictions in this way. 
30. In a world in which exchange rates or internal money cost 
levels were sufficiently flexible to dispense with the necessity for 
balance-of-payments restrictions on imports, the principle of non- 
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discrimination would undoubtedly be the right one. But, under 
the conditions of our model, which have to a considerable extent 
prevailed in reality in the post-war period, any system con- 
structed on this principle would operate in a most unsatisfactory 
way. Starting from the supposition that, in the absence of import 
restrictions, one set of countries would be in balance-of-payments 
surplus and another set in deficit, imagine that the deficit countries 
seek to restore equilibrium in their external accounts by non- 
discriminatory restrictions on imports from all other countries, 
including each other. Not merely will these restrictions reduce 
the export income of the original deficit countries and force them 
to intensify their restrictions, but they will also transform countries 
originally in approximate balance into deficit countries, and force 
them, in turn, to apply import restrictions. If non-discriminatory 
import restrictions were the only way of correcting disequilibria, 
this process would continue until every country but one was 
applying import restrictions of a greater or lesser degree of 
severity. 

31. Clearly, such a situation is very far removed from that 
described in paragraph 15 as optimal. Each country, other 
than the “strongest ’’ country, will be withholding from each 
other country goods less valuable to itself than those which it 
could have obtained in exchange. “Strong” countries will be 
restricting imports from ‘“ weak” countries, thus enforcing un- 
necessary hardships on the latter without benefit to themselves. 
“Weak” countries will be giving no preference to imports from 
“ intermediate ”’ countries over imports from “ strong ” countries, 
thus imposing on “ intermediate” countries a sacrifice which 
outweighs the benefit which they themselves derive from buying 
in the cheapest market. 


Bilateral Balancing of Payments 


32. Compared with this the regime of trade-and-payments 
bilateralism, which limited currency convertibility, as practised 
in Europe and South America since the war, has considerable 
advantages. Under such a regime payments between a pair of 
countries, or ‘‘ monetary areas,” are canalised ultimately through 
the two central banks concerned and, after offsetting, eventuate 
in a net addition to or subtraction from the balance held by one of 
the control banks with the other. If one of the pair has a con- 
tinuing balance-of-payments surplus with the other, it accumu- 
lates in the other’s currency a balance which it can use only if it 
can transform its surplus with the other into a deficit. 
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33. Such an arrangement gives each country an incentive to 
expand imports from the other, and particularly the surplus 
country from the deficit country, and thus tends to favour a 
bilateral expansion of trade, of the type discussed in paragraph 11, 
to the point at which one of the two countries has abandoned all 
balance-of-payments restrictions on imports from the other. 


Mitigations of Bilateralism 


34. The weakness of trade-and-payments bilateralism, of 
course, is in its failure to take advantage of trilateral adjustments, 
i.e., its tendency to eliminate or unduly to reduce bilateral sur- 
pluses and deficits. There are, however, three channels through 
which a measure of trade-and-payments multilateralism is fre- 
quently achieved within the general framework of the bilateral 
system : 

(i) The existence of substantial or indefinite credit margins 
under bilateral agreements permits a—sometimes considerable— 
departure from strict bilateral balancing of payments. A 
country may be running a deficit with a second country, and a 
surplus with a third, both financed out of bilateral credit. Where, 
however, there is a persistent imbalance in bilateral accounts, the 
surplus country will probably seek to impose limits on the credit 
which it provides. 

(ii) If a substantial proportion of a country’s exports consist 
of “essentials” or “ dollar-worthy”’ items it may succeed in 
maintaining bilateral surpluses without giving credit, by inducing 
its bilateral trading partners to settle their deficits in gold 
or hard currency. The second country, however, will desire, in 
these circumstances, to impose on imports from the first country 
restrictions which, if the first country is, from the “‘ world ” stand- 
point, relatively “‘ weak ’’ may be far more severe than is appro- 
priate according to our formula. In practice, however, the second 
country may be deterred from applying the criterion of “ dollar 
essentiality ” to its purchases from the first country by fear that 
the latter may retaliate by ceasing to import freely from the 
former. 

(iii) Under an arrangement which has assumed particular 
importance in connection with the use of sterling a country may 
permit the transfer of balances in its currency from holders 
resident in a second country to holders resident in a third 
country. The first country is likely to offer this facility provided 
that the currency of the second country is at least as scarce to 
it as that of the third country; the second country is likely to 
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make the transfer provided that the currency of the third country 
is at least as scarce to it as that of the first country; and the 
third country is likely to accept the transfer provided that the 
currency of the first country is at least as scarce to it as that of 
the second country. In this connection the “scarcity” of a 
country’s currency may be measured by the severity of the re- 
strictions which it is necessary, on balance-of-payments grounds, 
to impose on imports from that country. 

35. This device of “ selective transferability ” if fully exploited 
would enable all possible trilateral adjustments of Type (c), as 
defined in paragraph 12, to take place. Whenever country B is 
restricting imports from country A, country C from country B 
and country A from country C an expansion of exports from A 
to B, B to C and C to A will normally be advantageous to each 
of the countries concerned. The whole operation can be carried 
out in A-currency (with A allowing its transfer from C to B), in 
B-currency (with B allowing its transfer from A to C) or in C- 
currency (with C allowing its transfer from B to A). 

36. Transferability of this kind will also enable trilateral 
adjustments of Type (d) to be carried to a certain point, though 
somewhat short of the optimum. Suppose, to start from the 
example in the previous paragraph, that the adjustment of Type 
(c) is brought to an end by the elimination of A’s barriers against 
imports from C. Then C will probably find it worth while 
to start restricting imports from A if it is allowed to use its 
earnings of A-currency to purchase additional imports from B. 
B will be glad to accept A-currency, which will enable it to obtain 
additional imports from A. A will probably consent to the transfer 
of its currency from C to B, which will leave its aggregate exports 
and importing power unaffected; unless, indeed, it had hoped 
to extract from B gold or some currency scarcer than its own. If 
we can assume that A will not withhold its consent to the transfer 
for the sake of earning scarce currency from countries “ weaker ” 
than itself, the Type (d) operation just described will continue to 
the point at which C is restricting imports from A as severely as 
from B. 

37. As a result of selective transferability then, we might 
arrive at a situation in which countries are ranged in an un- 
ambiguous order of “ strength ” and “ weakness ” in which each 
country will have practically eliminated restrictions against 
imports from all countries ‘“ weaker” than itself, and in which 
each country, in restricting imports from countries ‘“ stronger ”’ 
than itself, will restrict imports from a relatively “ strong” 
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supplier at least as severely as those from an “ intermediate ”’ 
supplier. This not unsatisfactory result is, however, dependent 
on relatively “‘ strong ” countries refraining from either restricting 
imports from, or refusing transfers to, relatively ‘“‘ weak ”’ coun- 
tries for the sake of earning gold or scarce currencies from them. 
In the post-war period countries have in fact refrained to a sur- 
prising extent from exercising their power to extract gold from 
bilateral debtors. 


Group Discrimination Based on International Planning 


38. Dissatisfaction with the contrasted evils of non-dis- 
criminatory restriction and of pure bilateralism has led to attempts 
to devise arrangements which would promote a modulated group 
discrimination of a desirable kind. The most intellectually 
audacious attempts of this sort are those by Professor Frisch in his 
articles ‘‘ On the Need for Forecasting a Multilateral Balance of 
Payments ” in the American Economic Review of September 1947 
and “‘ The Problem of Multicompensatory Trade ” in the Review 
of Economics and Statistics of November 1948. 


39. In the former article Frisch proposes : 


(a) that information should be collected regarding the 
amounts of goods and services which countries would be able 
and willing to exchange with each other ; 

(b) that this information should be arranged in “ matrices,”’ 
i.e., square tables in which the columns show the amounts 
(in value terms) which particular importing countries would 
import from the various exporting countries, and the rows 
show the amounts which particular exporting countries 
would export to the various importing countries ; 

(c) that some international authority (e.g., the I.T.O.) 
should attempt, both by recommendatory and permissive 
action, to ensure that such cutting down in the various 
elements of this matrix of potential trade as is necessary to 
bring balance-of-payments surpluses and deficits within the 
limits permitted by international lending is carried out in 
such a way as to maximise the quantum of international 
trade. 


40. This scheme is open to objection on grounds both of prin- 
ciple and practicability. It takes account only of the quantum 
of international trade and neglects its guality—as measured by the 
(proportionate) margin between the price of the goods in question 
in the importing country and their price in the exporting country. 
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The result is that no matter how essential may be the goods which 
a ““ weak ”’ country imports from a “ strong ” country, the weak 
country must practically always be prepared to restrict them 
further if there is some intermediate country from which it can 
then expand its imports by an equal amount, thus enabling the 
latter in turn to expand imports from a “strong” country.! 
It is extremely doubtful whether the results of such a maximisa- 
tion process would be preferable to the results of ordinary bilateral- 
ism qualified by “‘ selective transferability ’’ of currencies. 
41. The practical difficulties are those of : 


(a) arriving at a matrix of potential trade, the elements 
of which are: (i) agreed between the importing and the 
exporting country and (ii) forecast with reasonable accuracy ; 
and 

(b) inducing the countries concerned to take the action 
deemed desirable by the international authority. 


42. The problem of providing an incentive to countries to 
implement an “ optimal ” structure of import restrictions arises, 
of course, whatever the principles on which the structure is 
designed. Where, as here, the pattern of trade is planned in 
quantitative terms, and if countries are unwilling to regulate 
their every import at the behest of an international authority, 
consideration might be given to a technique employed by the 
O.E.E.C., viz. the extension of drawing-rights on a bilateral 
basis. A “ drawing-right ”’ is a grant in the donor’s more or less 
inconvertible currency and hence available for the purchase of 
only such imports as are normally purchasable with that currency. 
Since the right is liable to lapse or lose its value at the end of a 
stated period, the recipient has a strong incentive to develop a 
balance-of-payments deficit vis-d-vis the donor of an amount 
corresponding to the size of the grant. In the past this technique 
has been used in connection with the provision of United States 
aid to Europe. It could, however, be used as a method of imple- 
menting a planned pattern of bilateral surpluses and deficits 
without any country being on balance a donor or a recipient, 7.e., 
each country would receive as large a sum in drawing rights 
from some countries as it extended to others. Of course, even this 
technique merely shifts the problem of incentive back one stage, 
since countries have to be induced to accept the pattern of drawing 
rights assigned to them. 


1 This is what is implied in the priority which Frisch gives to “‘ first-order "’ 
over ‘‘ second-order ” adjustments. 
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43. A further difficulty about any attempt to bring about 
an optimal structure of import restrictions by quantitative 
planning is that the characteristics of an optimal structure of 
import restrictions set forth in paragraph 15 can be translated 
into quantitative terms only by making very artificial assumptions 
about elasticities of import demand and export supply. On the 
assumption that all export elasticities are infinite and all import 
elasticities equal and starting from an estimated trade pattern 
corresponding to universal free imports, each country would have 
to cut down its imports from each country stronger than itself by 
a proportion equal to the sum of the proportionate reductions 
imposed by any intermediate country on imports from the strong 
country and by the weak country on imports from the intermediate 
country. 


Frisch’s Multi-compensatory Trade System 


44, In the second article referred to in paragraph 15, Frisch 
makes new proposals which purport to take account of the 
“quality ” as well as of the quantity of trade. The essence of 
his scheme is as follows : 


(a) all trade to be subject to import licence ; 

(5) all licence applications to be assigned a priority number 
(ranging from 9 to 0) by the exporting country and a priority 
number by the importing country and to be submitted for 
final approval to an International Bureau of Compensation ; 

(c) the Compensation Bureau to approve or disapprove 
applications in such a way as to satisfy certain criteria. 


45. The first criterion is that the value of each country’s 
imports should equal the value of its exports (with a pre- 
determined deviation). The second criterion is not very clearly 
formulated. After considering a number of alternatives Frisch 
concludes : 


“‘ A plausible principle seems to be simply to put up as a 
goal the maximisation of the global surplus, 7.e., the maxi- 
misation of the priority sum for import minus the priority 
sum for exports, both taken as a total for all countries, the 
figures for each country being normalised, so as to let only 
the relative, and not the absolute, magnitudes of the priority 
numbers influence the result.” 


The “ priority sum ”’ for imports (or exports) is the sum of the 
products of the import (or export) priority numbers times the value 
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of the imports (or exports) falling within the corresponding 
priority class. Frisch illustrates this principle by a mathematical 
formula, which however, seems scarcely to correspond with the 
verbal description. According to the formula what is to be 
maximised is the product of two terms, one of which is the aggre- 
gate value (at given prices) of the permitted trade, and the other 
is the sum of each country’s “ surplus ” (as defined in the quota- 
tion above) expressed as a proportion of its “ priority sum ”’ for 
imports.? 

46. The Frischian concepts cannot be compared with the 
formule developed earlier in this article unless the principles 
governments are to follow in assigning priority numbers to imports 
and exports are specifically laid down and expressed in terms of 
market prices. Thus a given priority number (whether on imports 
or exports) might represent a given proportional excess of the 
value of the good in question in the internal market over its value 
in the international market. On this interpretation the appro- 
priate criterion would be that of maximising the “ global surplus,” 
i.e., maximising the excess of the priority sum for imports over 
the priority sum for exports—prices and priority numbers both 
being treated as constants. Bearing in mind that, on the assump- 
tions of my system, export subsidisation is not permitted and hence 
the priority number on exports must always be zero, this maxi- 
misation criterion is identical with the optimisation criterion 
employed elsewhere in this article. 

47, Frisch’s own verbal formulation appears to be vitiated 
by the ‘“ normalisation ’’ procedure. This aims at preventing 
countries from gaining any advantage by manipulating the levels 
of their priority numbers, but could achieve this only by depriving 
the ‘‘ weaker ” countries of the benefit of the preference to which 
they are entitled in export competition with the “ stronger ” 
countries. Frisch’s mathematical formula, on the other hand, 
reduces, when export priority numbers are taken as equal to zero, 
to the maximisation of the quantum of aggregate trade which is 
open, as shown in paragraph 40, to quite the opposite objection. 

48. I take on trust Frisch’s assurance that it is mathematically 
possible for the Compensation Bureau to tailor the import-licence 
applications originally submitted so as to satisfy both the balance- 
of-payments conditions and the maximisation criterion—and I 
assume this remains true when my criterion is substituted for his. 
Even so, the scheme is fraught with what are I fear overwhelming 
practical difficulties. 


1 See Appendix, paragraph 3. 
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The Clearing Union Approach: International Control of National 
Imyort Duties 


(a) Variant One 


49. The methods so far discussed for bringing into effect an 
optimal structure of import restrictions have involved the regula- 
tion of trade as a quantitative basis. But the criteria for such an 
optimal structure are expressed in terms of rates of import duty 
having equivalent effect to the import restrictions in question, 
and it would be possible to get a much closer approximation to the 
ideal if import restrictions imposed for balance-of-payments 
reasons took the form of actual import duties. Schemes whereby 
such duties would be internationally controlled in the light of 
ideal criteria are most naturally conceived in the institutional 
framework of a clearing union, of the type, for example, of the 
recently founded European Payments Union. 

50. In such a Union all surpluses and deficits arising out of 
bilateral payments arrangements are submitted periodically for 
offsetting, and the net deficits and surpluses thus accruing are 
settled by adjusting the accounts which each country keeps with 
the Union. Persistent net creditors accumulate credit balances, 
and persistent net debtors accumulate debit balances on the 
Union’s books. Suppose that all countries are members of a 
Union of this type and that to each country is assigned a quota, 
proportional to the value of its external trade. Defining a 
country’s ‘‘ normalised balance ” as its balance, positive or nega- 
tive, with the Union divided by its quota, it might be laid down 
that to each size of normalised balance should correspond a 
certain ‘‘ basic percentage” which will be negative, zero or 
positive according as the balance is negative, zero or positive, and 
which should vary with the size of the “ normalised balance,” 
though not necessarily in proportion thereto. Countries would be 
deemed “stronger” or ‘“‘ weaker” according as their “ basic 
percentages ’” were more or less positive. Now each country 
would be required : 

(a) to import without balance-of-payments restriction or 
import duty from any country “ weaker” than, or equally 
*“ strong ” with, itself; 

(b) to impose on imports from any country “ stronger ” 
than itself a percentage duty equal to the “ basic percentage ”’ 
of the country from which it is importing less its own “ basic 
percentage.” 

51. In order to avoid constant fluctuation in import duties 
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it would be expedient that basic percentages should vary with 
normalised balances only at discrete intervals. Thus to each 
basic percentage would correspond a certain “ tranche ”’ of credit 
which a country would have to run through before its “ basic 
percentage ”’ would be altered. Under this scheme a structure 
of import duties would be established corresponding roughly to 
the optimal criterion in paragraph 15, but making no allowance 
for differences in the responsiveness of supply of exports or for 
inter-trade repercussions. Short-term fluctuations in the balance 
of payments would be covered by the use of Union credit. Some- 
what longer-term disequilibria, if not covered by international 
capital movements outside the Union, would be corrected by 
alterations in the structure of import duties. 

52. Nothing has been said about any limits to the extent to 
which a country should be allowed to incur indebtedness to the 
Union. To set rigid limits would make it difficult to keep extreme 
net debtors within the system and would deprive the Union of its 
principal sanction for inducing “ weak ”’ countries to apply the 
desired degree of discrimination in favour of intermediate coun- 
tries. Unlimited credit facilities would deprive the “‘ weak” 
countries of any incentive to live within their means by the 
imposing of import duties appropriate to their position in the 
scale of “strong” and ‘“ weak” countries. The best solution 
might be to give the Union power to withhold further credit from 
countries which decline to adjust their import duties to the 
appropriate levels. 


(b) Variant Two 


53. To deny access to the resources of the Union is, however, 
scemething of a blunt instrument, and one which it would be diffi- 
cult to apply to a country in a net creditor position in the Union. 
A more refined incentive to apply the correct degree of discrimina- 
tion might be supplied by the following variant of the scheme 
outlined above. 

54. For each country there would be a special rate called the 
“rate of equivalence’ between its own currency and the unit 
of account in terms of which members’ balances with the clearing 
union are expressed. Each country’s rate of equivalence 
(expressed as a proportion of its par of exchange in clearing units) 
would rise or fall with the state of its ‘ normalised balance ” in 
a way rather similar to that previously described for the “ basic 
percentage.” When neither in debt nor in credit with the Union, 


a country’s “ equivalence ” would be equal to unity. 
































_ 
e 
a 
4 
4 
4 


1951] ON MAKING THE BEST OF RESTRICTIONS ON IMPORTS 67 


55. While payments and receipts between countries would 
continue to be netted bilaterally at par, the equivalences would be 
used for turning net bilateral surpluses and deficits into clearing 
units for the purpose of multilateral offsetting as follows. Surpluses 
and deficits incurred by a country vis-a-vis “‘ weaker ” or equally 
“ strong ”’ countries would be converted into clearing units at the 
first country’s own rate of equivalence. Surpluses or deficits 
incurred vis-a-vis ‘‘ stronger ’’ countries would be converted into 
clearing units at the rate of equivalence of the “ stronger ” 
country. Each country would be required to impose a percentage 
duty on imports from each “stronger” country equal to the 
proportionate excess of the “ stronger” country’s equivalence 
over that of the importing country.1 Countries will have some 
incentive to apply the degree of import-discrimination required 
by this system in that it corresponds to the relative exchange rates 
actually effective for marginal transactions with the countries 
concerned. 


The Clearing Union Approach, combined with Quantitative Import 
Restrictions 


56. Systems of the sort discussed in the last seven paragraphs, 
are, of course, far from being practical politics at the present time. 
Import duties are frequently bound under international trade 
agreements and in any event governments are reluctant to use 
them in defence of the balance of payments because of (a) the 
difficulty of anticipating their precise effects on that balance, (5) 
inflexibility resulting from parliamentary control over taxation 
and (c) their effect in raising the internal prices of imported 
goods. Quantitative restriction of imports by means of quotas and 
individual licensing is more convenient from all these standpoints, 
though in respect of the last point, its superiority depends on 
its being buttressed by internal price control and rationing. 

57. An attempt might be made to use the clearing union 
device—for example, the system of variable ‘“ equivalence ” 
described above—not to control import duties but merely to 
provide governments with an incentive to apply quantitative 
import restrictions with the right degree of severity and dis- 
crimination. The system, however, can provide the incentives 
for an appropriate discrimination only if countries are induced, 
by their shortage of clearing units to apply import restrictions 
of an adequate overall severity; and it would be very difficult 
for the Union management to determine whether a country’s im- 


1 See Appendix, paragraph 4. 
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port restrictions were in fact falling so far short of the appropriate 
degree of severity as to warrant the denial of further access to the 
Union’s resources. 


The Question of Fundamental Disequilibrium 


58. Any scheme for making the best of import restrictions 
involving as it must systematic discrimination in favour of 
“weak” countries, is open to the objection that it reduces the 
incentive to such countries to remedy (e.g., by the adjustment of 
exchange rates) what may be a fundamental disequilibrium. 
Recognition that this is so may well deter ‘“ stronger ” countries 
from co-operating in building up the type of structure of import 
restrictions which would be optimal at current exchange rates. 
Yet it would be a pity if long-run adjustment could be secured 
only at the price of short-run frustration and waste. 

59. The question therefore arises whether procedures for 
correcting fundamental disequilibrium could not be grafted on to 
the arrangements for ensuring that such import restrictions as 
are at any time necessary are applied with an optimal degree of 
discrimination. If some practicable system on clearing union 
lines could be devised for the latter purpose, it might also be 
made to serve the former. Countries which, in spite of the appli- 
cation of severe import restrictions, remain persistent net debtors 
are clearly marked out for devaluation, while persistent net 
creditors are equally clearly marked out for revaluation. Against 
the former at any rate, means of coercion lie to hand in the 
withdrawal both of credit facilities and of the preferential treat- 
ment hitherto accorded to their exports. 


Conclusion 


60. None of the arrangements examined in Part II of this 
paper have attempted to carry into effect all the features of an 
optimal system of import restrictions. They have in general 
ignored the desirability of adjusting the severity of import re- 
strictions to the responsiveness of export supply of the com- 
modities in question, and they have ignored the refinements 
rendered desirable by inter-trade repercussions. The system of 
bilateral agreements modified by selective currency transfer- 
ability probably takes more account of these factors than the 
more formal multilateral arrangements subsequently examined. 

61. The principal features of an optimal structure, however 
—the ordering of countries according to “strength” with free 
imports from “ weaker ” countries, and preference for “ inter- 
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mediate ’’ over ‘‘strong”’ countries—are reproduced in all the 
schemes considered: (i) bilateralism plus selective transfer- 
ability; (ii) international trade planning; (iii) Frisch’s multi- 
compensatory system ; and (iv) the various variants of the clear- 
ing union approach. My own preference is for schemes of type (i), 
as the most practicable, and of type (iv), as the nearest 
approximation to the ideal. I have no illusions as to the 
immediate practicability of the various clearing union schemes 
suggested, culminating as they do in a streamlined I.M.F. cum 
I.T.0., but think it possible that some of the features roughly 
sketched in here may find a place in the international monetary 
and commercial system of the future—unless, indeed, that system 
is based on a much more continuous adjustment of exchange 
rates than has been assumed in the preparation of this paper. 


Marcus FLEMING 
Columbia University, 
New York. 





MATHEMATICAL APPENDIX 








1. Let— 
Ym; Yn denote the quantity of m, n respectively imported by 
B from A. 
Pm, 4; Pm,B Aenote the price of m in A and in B respectively. 
_- dq P “cc os ” 
EZ = ioe denote “ elasticity of supply. 
— 2 poe denote “responsiveness of supply.” 
“pq ,,1 
E 


Tn = a rE denote the ad valorem tariff equivalent 
m, A 
restrictions in B on imports of m from A. 
G denote the gain in welfare from the trade adjustment in 


question. 
Then G = pm, a T'mSqm + Pn, a T'ndqn- 
But the balance of payments must not be altered. 


Therefore 5(Pm, 4 Ym) + 5(Pn, a In) = 0 
and G= Pm, A 54m (7'm _ = T) 


at the optimal point G = 0 and 
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2. Adopting the same notation mutatis mutandis as in 
paragraph 1. 
G = pra T2842 + Pye Ty 8qy + Pea Ts 8G. 
The balance-of-payments conditions are : 
— 8(pz,a9z) = 5(Py, Bqy) = 5(Ps, 09a). 
Then G = pz,adqz (7: - a = ET): 
The optimal point will be attained when 
R.T, = RT, + R.T;. 

3. Frisch (Review of Economic Studies and Statistics, November 

1948) suggests maximising the following expression 


" (1B}+ 2B?+...) —(lA#+ 2424+...) 
(AytAgt---+ As) 2 (1B? + 2B? +...) 





where i = 1, 2, . . . n designate the individual countries, A; being 
the total multicompensatory export from i and ‘B;, the total multi- 
compensatory import into country i, the superscripts indicating 
the priority categories. 

Using the same notation, and bearing in mind that my system 
admits no export subsidisation and thus no export priorities, I 
suggest maximising the following expression : 


b 3 1B} + 2B? ++ eee nB;. 


t=1 





4. C is restricting the import of x from A. 


C ” > ” y > B. 
B > ” ”” 2 > A. 
Let— 


qr denote the quantity of 7(= 2, y, z) imported from the 
appropriate country to the appropriate country. 

Pr,q denote the price of r in Q (= A, B, C). 

Eg denote the rate of equivalence of Q’s currency, expressed 
as a proportion of its par of exchange. 

T, denote the ad valorem tariff-equivalent of the restriction 

or imports of r. 

_ 8¢ Pi 

~ OP gr)” Gr 

from the appropriate country to the appropriate country. 








denote the responsiveness of supply of r 
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The rule regarding import duties in paragraph 55 of the text is : 


_ Ex — Eo 
ue ae 
r, = 

Ei —Ep 
Pt ae 


From which it follows that : 
T2=7,+7.+ T,T:. 

This, though it differs from the formula for an optimal tariff 
structure arrived at in paragraph 2 above, can be deduced from 
the same criterion of optimisation. The difference is due to the 
peculiar balance-of-payments conditions which characterise the 
system under consideration. The condition of optimisation is : 

Pr, A T's 59: + Py, B Ty bqy + Pz, A T; 59: = 0. 
And the balance of payments conditions are : 
8(pz,a dz) = — 8(z,a 92), 
8(pz, 4 Gz) Hx = — 8(py, wy) Ee. 
From which it follows, if R, = R, = R,, that 


T, =T, +7, + 7,7, 


M, FLEMING 




















WELFARE AND FREER TRADE—A REPLY 


ProFEssoR HABERLER in a recent article1 returns to the 
discussion of ‘‘ certain elaborations and applications of the now 
familiar and widely used presentation of the theory of compara- 
tive cost in terms of opportunity cost.” He writes in terms to 
suggest that he considers this type of analysis highly relevant to 
current problems and tries to cast general aspersions on some of 
my concrete policy recommendations.? I am forced therefore to 
attempt once more to show : 


(a) that his treatment of the problem of welfare is so 
unsatisfactory as to invalidate most of his conclusions, and 

(b) that his assumptions do not justify his belief that his 
presentation of the case can be applied to problems of the 
real world; indeed most of the questions at issue are a priori 
ruled out by his treatment; some at least of his deductions 
are, moreover, inconsistent even with his limited model.* 


I 


I shall now proceed to deal with the shortcomings of Professor 
Haberler’s welfare-economic approach which in themselves are 
fatal to his case. 

In an “ individualistically organised economy,” says Professor 


1 ** Some Problems in the Pure Theory of International Trade”’ (Economic 
JOURNAL, June 1950, p. 223). The word “‘ pure ”’ in the title seems a device— 
repeatedly used in the article—to disclaim the intention of making inferences 
which, it is quite obvious from the context, are intended to be drawn. Professor 
Haberler, rightly, stresses the fact that his essay is largely in welfare economics, 
t.e., political and applied in character (p. 223 and especially n. 1 on p. 227). 
** It should be clearly realised that such a statement necessarily implies a value 
judgement on the part of the scientist, and in that sense is not entirely objective.” 
Note the emotive word “ scientist,” and the emotive qualification of the disclaimer 
of being objective ‘‘ in that sense ’’ and “‘ entirely.”” Either a statement is made 
by a scientist, in which case it must be objective, or the statement is made as an 
expression of an ethical attitude, which is not scientific. 

2 “The Concept of a Dollar Shortage,’’ Manchester School, May 1949; re- 
printed in The Dollar Crisis (Blackwell, Oxford, 1949). 

3 All this is not merely not new but has recently received ample attention, 
ef. the bibliography quoted by Mr. R. F. Kahn, “‘ Tariffs and the Terms of Trade ”’ 
(The Review of Economic Studies, 1947-48, p. 14) also Mr. Graaff, ‘‘ On Optimum 
Tariff Structures ’’ (tbid., 1949-50, p. 47). On the problem of welfare, e.g., the 
problem of the utility feasibility function, cf. Graaff, op. cit.; Professor Samuelson, 
‘*The evaluation of Real National Income ”’ (Oxford Economic Papers, N. 8, Vol. 2, 
No. 1, January 1950, pp. 19-20) (this paper must have been available to Professor 
Haberler), and Little, A Critique of Welfare Economics (Oxford, 1950). 
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Haberler correctly, “. . . what is to be regarded as a better 
position, a larger national income or a superior welfare position 
rust be defined in terms of individual incomes and welfare 
positions.” 1 He goes on, however, to define an “ improvement ” 
solely by reference to physical output, valued on the basis of 
arbitrary weights, i.c., based on exchange rates determined by 
the existing distribution of income.? 


*“Modern welfare economics had, however, shown that 
in the following sense the situation after trade can be said 
to be better than before; if income were appropriately dis- 
tributed every individual would be made better off than 
before. Jt is not necessary (my italics) that income will 
actually be redistributed so that everybody will in fact be 
better off. There will practically always be some individuals 
who are worse off than before. But it is sufficient that every- 
body could be better off. That is the definition of what is 
meant by saying that one situation is better and constitutes 
a larger national income.” * 


Now “ modern welfare economics ” has shown precisely the 
opposite. It is not merely not sufficient to show that every loser 
“could”? be compensated. It must be shown that everybody 
who should be compensated * has been compensated and could 
and will be compensated in all conceivably relevant situations ; 
and that the measures necessitated by such compensation will not 
detrimentally interfere with allocative efficiency of the system,® 
not merely actually but potentially. It is, of course, entirely 
possible to take the view in concrete cases that losers should not 
be compensated because the “change ”’ itself leads to a better 
distribution of income or for other stated reasons. Certainly no 
general rule can be laid down about disregarding losses. The 
change must not exclude future even more favourable policy 
options: a qualification exceedingly important in the case of 
problems of highly dynamic character, as problems of international 
adjustment and development invariably are. It should be noted 
that these measures of compensation would be not merely internal 
but international. 

Professor Haberler’s conclusions automatically follow from 
this disregard of the problems of distribution. 

(1) He thinks first of all that he can prove his case in favour 


1 Haberler, op. cit., p. 226. 
2 Thus he cannot avoid dealing with income distribution. He merely selects 
his weights arbitrarily. 
3 Haberler, op. cit., pp. 226-7. 
* Cf. Little, op. cit. 
5 Cf. Samuelson, op. cit., especially pp. 19-20. 











74 THE ECONOMIC JOURNAL [MARCH 


of non-interference without showing that non-interference (and 
not merely the absence of protection +) will produce a unique 
point, a maximum maximorum.2? This, of course, he has not done. 
Indeed, it would be impossible to do so. There are an infinite 
number of maxima unless one special distribution of income is 
accepted as “ ideal.” 

It is therefore entirely sufficient to show, in order to con- 
trovert him and to justify interference, that the conditions for such 
@ maximum (i.e., an initial distribution of wealth and income 
accepted by all as optimum; perfectly competitive conditions; as 
well as the absence of dynamic disturbances or of development 
and of employment problems) are not fulfilled. In that case 
measures which turn the terms of trade against the rich countries, 
and thereby decrease the disadvantages suffered by, or secure 
advantages to, the poor countries, are perfectly justified. Attempts 
to “enforce” freer trade by insisting on the dropping of pro- 
tective devices which the poor use, and, especially, of non- 
discrimination against the rich, without countervailing con- 
cessions by the rich, cannot be supported by welfare economic 
arguments. We shall presently see in what manner Professor 
Haberler hopes to escape this rather obvious conclusion. 

(2) The second consequence of his peculiar definition of what 
constitutes “superior welfare”’ in his contention that perfect 


1 It is entirely characteristic of Professor Haberler’s way of argument that he 
asserts that I believe that I have ‘‘ proved something by a loose and inexact 
enumeration of possible deviations from the competitive ideal.’’ In the article 
quoted I argued that Professor Haberler’s position in favour of non-intervention 
into economic relations with the U.S. could be supported only if a maximum 
maximorum were achieved without intervention, 7.e., if the initial distribution 
of wealth internally and internationally were ideal, a stationary state existed, and 
competitive conditions prevailed. As this was not the case and as the conditions 
of competitive equilibrium are violated in such a way as to benefit the U.S., ethically 
any policy, %.e., discrimination which would lessen the discrepancy of wealth 
between the latter and the rest of the world would be justified. I never claimed 
that in certain circumstances measures increasing trade might not be needed. 
On the contrary, a large part of the article was devoted to advocating such 
measures. I was merely at pains to demonstrate that his concept of ‘‘ optimum ” 
was an emotive concept lacking objectivity, and based on personal values. 

2 It might be suggested that Professor Haberler is conducting his argument 
in terms of a single country and not of the world as a whole. And thus he need 
not show a maximum maximorum ; he merely has to show that the single country 
gains even if it causes a bigger loss elsewhere. If this were the case one would 
merely have to show in order to controvert him, that under certain assumptions, 
a policy which turns the terms of trade in favour of a country would be preferable 
to ‘‘ free’? trade, and refer him to the large literature on this subject. But, 
though he tries to protect himself by several footnotes (some of which are wholly out 
of context), Professor Haberler, by assuming that the terms of trade could not be 
altered, in effect conducts his argument in terms of the world s a whole. In 
that case, however, he falls foul of the maximum maximorum condition. 
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‘ 


mobility is not a “ necessary condition for the ideal classifical 
model.” It should be added at once that there seems to be some 
coufusion between the concept of mobility as is generally under- 
stood and the consequences of immobility : in Professor Haberler’s 
model ‘“‘ mobile”’ factors immediately receive their equilibrium 
reward, and the rate of movement of immobile factors is not 
affected by policy. 

Once we assume that a heterogeneous collection of goods will 
stand for ‘‘ welfare,’ and we further assume that this collection 
can be “ increased ” by trade because the terms of trade are more 
favourable than internal transformation ratios, thus if we assume 
that the terms of trade are fixed, and if we disregard distributional 
effects, it follows that trade will “‘ increase”’ “ welfare,” unless 
trade can be shown to cause a shrinkage of production. Such 
shrinkage can be caused only by unemployment. Immobility 
might cause a fall in the remuneration of the factors. It does not, 
says Professor Haberler, cause unemployment, if there is “ flexi- 
bility,” so long as their price (imputed value) is positive. Un- 
employment, under the assumption of Professor Haberler’s 
static model, can be caused only by factor-price rigidity. Hence it 
implicitly follows from the definitions that trade will be beneficial, 
unless factor prices are rigid, and thus cause unemployment. 
Thus, according to Professor Haberler, factor mobility is not a 
condition of the “ free trade case.” 

The fact is, of course, that nothing general can be said about 
welfare under these conditions. Some people will lose, some will 
gain. In some countries total loss might be large in relation to 
total gain, in others small. But, unless we assume a group mind, 
or specify that we regard the losers as less deserving or less capable 
of enjoyment (and this Professor Haberler expressly condemned), 
we cannot, in the case of factor immobility, unequivocally say which 
position is ‘‘ more favourable’ a priori. This does not mean that 
we cannot say in any concrete case what the consequences of any 
given policy will be and under what value assumptions it would be 
desirable. 

We may conclude that Professor Haberler’s obviously in- 
sufficient definition of welfare accounts for his disregard of the 
real problem involved in his defence of free trade (or freer trade 
than is actually taking place), and for his view on the consequences 
of an imperfect mobility of factors. On any reasonable definition 
of welfare he would obviously fail in establishing his case in either 
respect. 


1 Cf. below Sec. II, 2. 
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II 


We must now turn to the assumptions underlying Professor 
Haberler’s “‘ model” in order to show that—even if his welfare 
economics were at all tenable—their utterly unreal character 
would still rob his conclusions of all pertinence. 

1. “ The external terms of trade will be assumed to be given.”’ 1 
This procedure is entirely justified.2 Provided the conclusions 
are not applied to the real world where the facts of international 
specialisation and of the unequal importance of countries (especi- 
ally since 1914 and even more since 1946), rule out the assumption 
that countries (apart from unimportant and isolated cases) can, 
even with the best of will, be in atomistic competition, all would 
be well. An entirely consistent and really ‘‘ pure ” model would 
have been constructed. 

Professor Haberler however, continues : 

“This does not mean that what will be said applies only 
to a country of so negligible a size in the world economy that 
it literally cannot by its action influence its terms of trade. 
It only means that the country is supposed to act com- 
petitively and that the possibilities of monopolistic doctoring 
of the terms of trade and ogilopolistic or bilateralistic com- 
plications will not be discussed in the present paper.” ® 


Little if any meaning can be attached to this qualification. 
Once a country’s economic potential has grown beyond a certain 
critical relative size it cannot help acting non-competitively. 
Whether it is a question of tariff protection, or of subsidies, or of 
monetary changes, anything which a country may do (or, what is 
less realised, may fail to do) cannot help influencing its terms of 
trade (a depression, e.g., has the same influence on the demand for 
imports as tariffs). The international division of labour— 
because it leads to specialisation—tends to reduce the critical 
limit beyond which a country cannot act competitively. 

Fortunately the whole problem has received an exhaustive 
treatment in recent years. Mr. R. F. Kahn ‘ in particular has 
shown the quantitative importance of the advantages (or rather 
the avoidance of disadvantages) which can be obtained by 
protective measures. Thus in this context there is no need to do 
more than to refer to these papers. Whether measures of pro- 

1 Haberler, ‘‘ Some Problems, etc.,”’ op. cit., p. 224. 

2 Cf. above on its.welfare implications. 
3 Haberler, ‘‘ Some Problems, etc.,’’ op. cit., p. 224. 
4 R. F. Kahn, op. cit., and also ‘‘ The Dollar Shortage and Devaluation” 


(Ec ica Internationale, Geneva, February 1950) in which the influence of 
the terms of trade is analysed from the point of view of the present position. 
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tection on this ground are justified depends on the details of the 
concrete case. It must be known who protects what and under 
what precautions. ‘The policy can certainly not be ruled out by 
introducing a highly coloured emotive appellation ‘‘ monopolistic 
doctoring of the terms of trade.” What is involved is the highly 
complex problem of the international distribution of wealth and 
welfare. The “ doctoring of the terms of trade ’—by the poorer 
and weaker countries—might represent the only way in which a 
growing discrepancy of wealth and a growing instability of the 
world economic system might be mitigated—as a system of 
unilateral grants by the rich, having the same effects, may not 
always be possible. In so far as the whole discussion of the 
dollar shortage, in which Professor Haberler took so influential a 
part, and his advocacy of the abandonment of discrimination 
against the United States is entirely based on this point,! a 
restatement of the “ free trade reasoning ”’ in terms of the assump- 
tion that changes of the terms of trade can be safely neglected, is 
misleading. 

2. The exclusion of the dynamic aspects of the problem 
(‘dynamic aspects will also be ignored”’*) has equally far- 
reaching consequences. 

(a) We have already pointed to the peculiar way in which 
the problem of unemployment is treated in Professor Habeler’s 
essay. His unemployment is not the result of balance-of-pay- 
ments disequilibria however induced.? It is the consequence of 
the refusal of certain productive factors to accept an “‘ economic ”’ 
remuneration. What would happen if these factors accepted this 
price, and suffered a violent fall in income, is not analysed. 
This procedure allows the attribution of all evils to the rigidity 
of factor prices, i.e., in practice, to the rigidity of wages or, in 
other words to trade-union activity. At the same time it gives 
the impression as if he had dealt with the problem of unemploy- 
ment as it occurs in real life, and thus had, in an objective 
and broad-minded manner, admitted, however much qualified, 
an important case for protection. This, of course, is not the 
case. 

Comparative statics rule out a discussion of the path of 
adjustment. But once a large-scale disequilibrium has arisen, 
the concept of the “ classic ” eventual equilibrium position has 

1 Of. Kahn, ‘‘ The Dollar Shortage,” op. cit. 

2 Haberler, “Some Problems, etc.,” op. cit., p. 224. 

3 * Tt should be observed that no adverse multiplier effects depending upon a 


temporary excess of imports over exports are involved. The balance of payments 
is in equilibrium all the time.”’ Haberler, bid., p. 231. 
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no meaning independently of the path of readjustment because its 
position and character will be largely influenced, if not determined, 
by the path pursued. 

The problem is very much that of the Marshallian analysis 
of moving equilibrium of which Mrs. Joan Robinson has wittily 
remarked ‘“‘ the resources of mathematics fail us if the dog (the 
short-term position in pursuit of the moving equilibrium) is 
likely to bite through the tyres of the bicycle when the man 
slows his pace.”’ Comparative statics will not tell us anything 
about the relative merits of policies. Once involuntary un- 
employment is admitted opportunity cost sinks below zero. Thus 
countries which are less likely to experience depressions might 
gain more by a system of protection which prevents the overlapping 
of depressions from richer and more unstable countries than they 
lose. The developments of 1949 (and of 1929-33 and 1937) are a 
case in point. 

The same is true of unequal technical progress (quite apart 
from the “ infant industries ” aspect of the problem). If we can 
expect swifter economic progress in one country periodically to 
require readjustments in the others which cannot in the short run 
be undertaken without unemployment (though devaluation might 
decrease the severity of the crisis 1) a limitation of intercourse will 
not result only in losses (due to less perfect division of labour but 
also in gains (avoidance of unemployment). Whether or not 
protection should be resorted to then will depend on the circum- 
stances of the case. 

(b) Equally obvious is the limitation of Professor Haberler’s 
treatment of decreasing cost. He now at last admits that in 
Professor Graham’s famous case of “ wrong ”’ specialisation (and 
also in the somewhat similar and long-accepted case of “‘ infant ”’ 
industries) protection is justified. He merely cast doubt on the 
practical applicability of these theoretical constructions in real life. 
Current private money costs in his view do reflect long-run social 
real cost ratios. 

So long as we assume that all areas under consideration are 
at an identical stage of technical development—e.g., in the late 
eighteenth century—this argument seems convincing. Even 


1 The improvement of the terms of trade of the protectionist group will 
represent an additional gain. 

2 Professor Haberler having admitted the case for protection for these cases 
“Some Problems, etc.,” op. cit., pp. 235-9), tries to minimise their importance by 
arguing that “in principle” (my italics) “‘ the shifts (in the production opportunity 
curves) may be in either direction.” Diseconomies in the scale of production or in 
the case of industrial development of an undeveloped area are hardly as likely 
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then historical accidents might favour one country against another, 
and start it off on a career of technical supremacy which feeds 
upon itself; and, unless intervention then took place the countries 
left behind would not be able to restore their position. Thus 
current cost relationships do not reflect the long-run social cost 
relations which could be achieved on the basis of present technical 
knowledge, provided a large-scale, conscious development programme 
was instituted in the less favoured area. The cost of investment 
in technical education which he quoted is only one of these 
obstacles. The immense cost of basic public services which no 
single entrepreneur can afford, but which sharply decrease as 
development takes place, is another. Finally, there is the risk of 
competition of established (and thus low-cost) foreign industries. 

Professor Haberler seems unaware of the deterrent effects on 
the supply of entrepreneurship in weaker countries of the existence 
of all-powerful giant industrial combines backed by the govern- 
ment of a very large country. In consequence it is hardly likely 
that industrial development in the poor area will follow the 
commands of long-run social costs. Professor Haberler sees the 
risks connected with foreign trade exclusively in the deterrent 
effects of trade restrictions on established or prospective export 
industries in dominant countries. From the point of view of the 
overwhelming majority of countries and populations the former 
case is infinitely more important and less manageable. 

It will simply not do to treat the international economic 
problem under assumptions which disregard the differences in 
social and technical development and economic power between 
countries. The inhabitants of different countries do not have and 
hardly ever have had an equal chance. Nor has he any right to 
believe that he has demonstrated the case for free trade by a 
reductio ad absurdum by showing that “‘ the possibility of favour- 
able shifts ’ in production opportunity costs may be “ in either 
direction.” The free-trade case is a case against intervention 
and not merely against import restrictions.1_ Some of the measures 
most sharply attacked in Haberler’s writings, e.g., reciprocal trade 
and bulk-purchase agreements, preferences, aim precisely at 
securing a chance for “ infant ” export industries in third markets 
and increase the volume of trade beyond the point which would in 
fact be reached (due consideration being given to risk) if there were 
no intervention. 





(though no doubt they are ‘‘ possible in principle’) as economies. It should 
be stressed again and again that we are not discussing the division of labour 
between two similar areas at a similar stage of development. 

1 As he seems to think, ¢.g., p. 238, n. 1. 
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(c) This brings us to a further and hardly less-important point. 

Professor Haberler’s model concentrates on the accomplished 
(static) equilibrium position. He does not ask whether it is 
likely that it will ever be realised or whether measures could 
be taken to speed it up. If “ objective” cost relations are 
favourable their immediate exploitation is assumed (or if they 
are not exploited it is assumed that this must be due to the 
“‘ refusal’ of the workers to move or some other sort of male- 
volent—state—trestrictionism or intervention. This emerges 
clearly from his treatment of “ mobility’ (which as we have 
already said has little to do with what is usually meant by that 
term). In his model all mobile factors are remunerated at a 
unique equilibrium rate, and no movement takes place, either of 
these factors or, by definition, of the immobile ones.+ 

In fact, there is movement; the problem is, however, not merely 
of the width of the gap between the remuneration of various 
factors but also the speed at which the movement takes place. In 
underdeveloped agricultural countries industrial development will, 
e.g., be handicapped by the fact that the earnings of agricultural 
labourers will be much higher than the marginal productivity of 
labour (which might well be zero or negative) because labour 
power is organised as a family and they share their earnings. 
Where labour is moved to the cities it has to be paid more in 
terms of money, though their effective standard of life remains 
low because they can no longer take recourse to the family in the 
same way. Thus protection will be necessary in any case to restore 
the proportionality between social and private costs in agriculture 
and manufacture. By ensuring movement real income is in- 
creased. 

Admittedly in many cases (especially in mainly industrial 
countries) countries protect industries in which wages are low 
(e.g., British agriculture) in order to permit factors to remain 
in that occupation. In these cases, theoretically, subsidies to 
imports might be more appropriate to cause movement towards 
high-productivity industries.2_ In any case, the argument based 
on income distribution is weakened by the consideration of 
productivity through a reallocation of resources. Professor 


1 This is clear from n. 1, p. 234. Earlier (p. 228) he gives the impression 
that he is going to deal with the problem of probability as generally understood. 

2 But before such a policy is decided upon it might well be worth while to 
investigate the effects on the terms of trade of the increase in exports necessitated 
by the increase of imports consequent on the shift of factors from the liquidated 
‘*low wage’ industry. Cf., e.g., Professor Robinson and R. L. Marris, ‘‘ The Use 
of Home Resources to Save Imports ” (Economic Journat, March 1950). 
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Haberler is certainly right to call attention to the evils of an 
unthinking application of protection in these cases. But his 
condemnation must not be extended to include the efforts of 
underdeveloped or war-damaged, or for other reasons less- 
favoured, countries to protect their industrial reorganisation plans 
from the stifling influence of the competition of technically more 
advanced countries. 

(d) It should be emphasised, however, that in all cases in 
which intervention does take place to effect large-scale industrial 
reorganisation, measures must be devised to prevent its abuse by 
the protected interests. It is not, however, sufficient to point 
to the limits of human intelligence to argue that all intervention 
will necessarily result not in a quickening industrial development, 
but in growing abuse. The laisser faire policy adopted by most 
Colonial Administrations, however incorruptible, in overseas 
territories has resulted in far less favourable conditions (when all 
allowance is made for the natural handicaps including the popula- 
tion problem of these territories), than were achieved by way of 
industrialisation by an admittedly corrupt and inefficient bureau- 
cracy in Eastern Central Europe (e.g., Poland, Hungary and 
Rumania) in the period of economic nationalism. 

There is no a priori rule for maximising international welfare. 
We must by patient and detailed work establish the solution of 
each new problem or situation as it emerges. Far from decreasing 
the attraction of economics, the growing realism of our approach 
should enhance it, lifting it above the scholastic disputes about a 
prior: tenets. F 


III 


Professor Haberler’s attempt to demonstrate the ‘‘ superiority ” 
of ‘‘ freer ” trade shows up the weakness of the foundations of his 
advocacy of policy measures which, e.g., the dropping of dis- 
crimination against dollar supplies, would inevitably decrease 
the standard of life in Western Europe. The recent change in the 
economic trend has perhaps lessened the importance of this issue. 
It is to be hoped that when the further explosive expansion of 
United States productive capacity stimulated by rearmament will 
once more pose the dollar problem, this fact will have been 
realised not merely in Europe but also in America.! In that case 


1 Since this paper was written the Council on Foreign Relations of New York 
published a report on Marshall Aid, edited by Professor H. S. Ellis under a group 
formed with the approval of the Administrator of E.C.A. under the chairmanship 
of General Eisenhower. (The E ics of Freed New York and London.) 
The distinction and far-sighted friendliness of the committee to Europe are beyond 
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we might expect that a renewed crisis of the Western World can 
be avoided by suitable expansionist measures through a greater 
consensus of opinion on international economic policy on both 
sides of the Atlantic. 
T. BaLocH 
Balliol College, 
Oxford. 





question. Unfortunately, the work is based on the welfare economic fallacies 
criticised in this paper. The argument opposing a policy of discrimination 
against U.S. exports, and of forming a preferential trading area in Europe, is 
based on a confusion between the effects of simple and preferential tariffs on 
export trades, and a neglect of the influence of import restrictions on the terms 
of trade. Professor Ellis, moreover, fails to distinguish between comparative 
advantage and absolute productivity. There is no reason why a country should 
not re-organise those industries in which she already has comparative advantages : 
she could then increase the absolute level of productivity and thus her standard 
of life. Professor Ellis’ proposal-to try to use Marshall Aid to enforce policies in 
Europe which are bound to lead to a severe fall in the standard of life reflects 
somewhat ironically on the title of his work. It is to be hoped that the sharp 
lesson administered by the rapid closing of the dollar gap as a result of the in- 
crease in U.S. demand will be learned. Professor Haberler’s more recent argu- 
ments against European unification (‘‘ European Unification and the Dollar 
Problem,” Quarterly Journal of Economics, May 1950, pp. 306-11) are based on a 
similar confusion. He disregards Western Europe’s need to increase her general 
level of productivity and concentrates exclusively on the maintenance of monetary 
pseudo-equilibrium in the sense of an absence of losses of gold and dollar reserves 
—without any attention to the level (and efficiency) of economic activity. 
Nevertheless, he insists on regarding this state as somehow equivalent to an 
“ optimum.” 




















THE ROLE OF THE BRITISH LIFE ASSURANCE 
COMPANIES IN THE CAPITAL MARKET? 


INTRODUCTION 


THIS paper is concerned with the problem of the Transport of 
Capital, to use Lavington’s phrase, with particular reference to its 
transport from individuals via the savings institutions to various 
outlets. Substantial amounts of funds entering the capital 
markets in recent years have come from institutions that accept 
individual savings in the form of life-insurance premiums, deposits 
or share purchases. The Second World War has accelerated 
the decline of the large private investor, so that the supply of 
savings has become progressively fragmentary and diversified 
in origin. The small saver tends to deposit his savings in the 
hands of the various savings institutions; and as these forms of 
savings continue to grow, the investment activities of the institu- 
tions accepting them exert greater influence over the amount and 
type of securities offered in the capital markets. The flow of 
individual savings into life insurance, mutual savings-bank 
deposits and building-society shares has significant economic 
implications. To the extent that savings are kept in this form, 
rather than used by individuals directly for the purchase of 
Government securities, stocks, shares and mortgages, investment 
funds and decisions are transferred from numerous individuals to 
_& reiatively small number of savings institutions. Their invest- 
ment decisions are determined partly by their primary functions 
as insurers, etc., and partly by the volume of resources at their 
disposal. Also savings institutions, like all other investors, are 
confronted with problems of liquidity, safety of capital and 
investment yields. It is the object of this paper to make a 
contribution to the understanding of the rationale behind the 
investment policy of the institutions and the impact of that policy 
on capital-formation at home. 

The selection of life-insurance offices arises from the fact that 
quantitatively they are the most important, for their industrial 
branches, in conjunction with the Friendly Societies, account for the 
major part of working-class savings, and their ordinary branches for 
a considerable portion of middle-class savings. For the purpose of 


1 A preliminary draft of this article was delivered as a paper to Section F of 
the British Association at Newcastle-on-Tyne in September 1949. 
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this paper, life-insurance offices can be defined as all those com- 
panies engaging in life insurance which make annual returns to 
the Board of Trade and to the Industrial Assurance Commis- 
sioners’ office. Of the fourteen companies engaged in industrial 
life assurance the six largest write nearly 90°%, of the total business. 
There are eighty-one companies (including the original fourteen) 
transacting ordinary life assurance, of which the six largest write 
44% of the total business. 


THE CHARACTER AND VOLUME OF SAVINGS WHICH Pass 
THROUGH THE LIFE OFFICES 


It is not wholly accurate to conceive of the funds which the 
public wishes to entrust to the companies or which it succeeds in 
‘handing over to them as being a portion of current savings. The 
rate at which people place or wish to place funds in their hands is 
dependent on what at a particular time people choose to do with 
their total assets rather than what they choose to do with their 
total current savings. For by dissaving in other directions (such 
as the withdrawal of Savings Deposits and the cashing of National 
Savings certificates) the public may wish to put funds in the 
hands of the companies at a greater rate than the rate of total 
current savings. In the interests of stability it is desirable that 
the companies should transmit these funds to the various outlets 
for investment at an even rate by avoiding significant variations 
in the proportion of their new funds which they decide to hold as 
a liquid cash reserve. 

Apart from this, it is extremely difficult to relate the volume 
of savings to total net capital formation or even express them as a 
percentage of savings performed by individuals in Great Britain, 
because the problems of measurement are of great difficulty. An 
imperfect indication of the importance of life-insurance savings is 
given in the appended Table I. 








TABLE [ 
(Q) (2) (3) 
Increase in Net (2) as per- 
life funds. savings.* centage of (2). 
£m £m {£m 
1938 “ = ‘ 60 250 24-0 
1946 ‘ é P lll 330 33-6 
1947 . , 113 916 12-3 
1948 2 130 1685 8-3 














Source : Board of Trade. 
* Cmd. 7933, Table 14, Gross Savings minus the Depreciation Allowances of 
Business and Public Authorities (Item 10 — the sum of Items 4 and 7). 
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It is possible to give accurate annual figures of the savings 
entrusted to the companies, by taking the annual increase in the 
funds accumulated, which are equal to the excess of premium 











income and interest (less tax) over claims, bonuses and expenses. 
(See Table II.) The significant point to note is the progressive 
TaBLE II 
Annual Increase in Life Funds 
Year. Total. Ordinary. Industrial. 

£m £m £m 
1909 13-6 10-5 3-1 
1910 15-9 12-1 3-8 
1911 13-9 11-2 2-7 
1912 13-6 10-0 3-0 
1913 14-5 11-0 3-5 
1914 11-5 8-5 3-0 
1915 3-1 0-4 2-7 
1916 8-3 4-7 3-6 
1917 5-6 1-2 4-4 
1918 19-2 14-6 4-6 
1919 21-4 14-9 6-5 
1920 20-8 11-6 9-2 
1921 29-6 19-0 10-6 
1922 34-1 22-9 11-2 
1923 38-5 26-7 11-8 
1924 37-8 26-4 11-4 
1925 54-5 37-4 17-1 
1926 49-6 35-5 14-0 
1927 48-2 34-8 13-3 
1928 47-8 33-9 13-9 
1929 46-8 35-8 11-0 
1930 38-5 24-4 14-1 
1931 28-9 19-8 9-1 
1932 55-2 38-4 16-8 
1933 56-8 40-6 16-2 
1934 53-4 35-1 18-3 
1935 53-5 34-3 19-2 
1936 60-2 39-8 20-4 
i 62:1 41-9 20-2 
a 60-0 38-0 22-0 
1939. , 34-3 19-2 15-1 
1940 26-6 12-4 14-2 
4 1941 45-7 27-3 18-4 
1942 57-4 34-0 23-4 
1943 63-5 37-9 25-6 
1944 68-8 39-8 29-0 
1945 93-0 51-1 41-9 
1946 111-2 69-4 41-8 

















Sources : Board of Trade. 
Industrial Assurance Commissioners’ Office. 
Annual Abstract of Statistics, 1937-47. 


increase apart from the war years and a momentary faltering in 
the depression. 

It may be generally assumed that these savings form the 
bulk of lower and middle-class savings and are the outcome of 
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plans, based on certain expectations of income, which are carried 
out before unforeseen changes in income require the alterations of 
plans. Unforeseen fluctuations in economic activity directly 
affect not the savings themselves but the conditions which deter- 
mine what future savings will be. In other words, it is in this field 
that the volume of savings is less mercurial than elsewhere and 
that ex ante and ex post savings most closely approximate. An 
important characteristic is their stability. 


Tue Liquipiry ASPECT 


Let us now consider the connection between the investment 
decisions of the insurance companies and the national rate of 
capital formation and the effect of the former on the latter. As 
has been pointed out, the companies are largely passive with 
respect to the total flow of savings in that increased selling of 
insurance may merely be at the expense of other channels of 
savings. But the increases in their liabilities are matched by 
equal increments in the holding of their assets, including cash. 
Thus the effect which they have on the national rate of capital 
formation is primarily due to changes in the composition of their 
assets. If, as a result of pessimism, they reduce the proportions 
of their riskier holdings such as equities, and increase their 
holdings of fixed-interest securities and cash, certain borrowers 
are now deprived of the finance on which previously they could 
depend. This restrictive effect on the operations of entrepreneurs 
will result in a contraction of aggregate demand. 

Again when, in a more optimistic vein, they expand their 
loans and holdings of equities relatively to their holdings of 
debentures and cash, they make conditions easier for the entre- 
preneur, and allow capital formation to take place at a greater 
rate. In these ways the insurance companies can exert an 
inflationary or deflationary effect by altering the demand for the 
national product. In so far as they increase their holdings of cash 
relatively to other assets they are absorbing cash and exerting 
deflationary pressure and vice versa when they decrease their 
holding of cash. From the point of view of stability it is desirable 
that the companies should keep a constant ratio of cash to their 
liabilities, and thus avoid producing inflationary and deflationary 
effects. In so far as their needs for liquidity vary, it is clear that 
some changes in the proportion of cash held is inevitable. One 
cause of such variations arises from uncertainty. Skill in invest- 
ment consists not only of choosing the best investments but also 
of timing them correctly. For example, investors may take a 
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view of the market and conclude that, since interest rates are likely 
to rise in the near future, they ought to hold off the market and 
absorb cash. 

Secondly, the size of their liquidity ratio is affected by possible 
fluctuations in claims and expenses. The essential feature of the 
business of a life office is that in return for contributions or 
premiums fixed at the outset, it enters into contracts which may, 
and do on the average, run for years. In order to give adequate 
cover throughout the existence of a group, the office must accumu- 
late more funds than are strictly necessary to give adequate 
insurance cover in the early years of the group’s existence and 
gradually decumulate as the survivors die off. Hence for each 
group insured the funds can be pictured as gradually rising to a 
peak and gradually falling again. But what is true of each 
group considered separately is not true of the company as a whole : 
for the place of the amounts decumulated is taken by the amounts 
accruing to the funds of the more recent groups, so that in an 
old company under constant conditions, selling an equal amount of 
new insurance each year, the total of the funds of all groups 
added together will remain constant. In a new company the 
accumulations will for many years exceed the decumulations, and 
the total funds in the hands of the company will grow; this will 
also be the case in a company which is, or has been, doing an 
increasing business. For even if new business were to diminish, 
the total funds would continue to expand for some time owing to 
the interest receipts accruing on past investments. 

British life offices, as a whole, have been doing expanding 
business each year, so that their premium income plus interest 
exceeds current claims and expenses by a considerable amount. 
They are naturally in a very liquid position, and could meet an 
exceptional increase in claims and expenses in any given period by 
postponing new investment. But their need for liquidity is 
increased by two concessions that are made available to policy- 
holders : 


(1) right to surrender value ; 
(2) right to obtain a loan from the company up to an 
amount almost equivalent to the surrender value. 


In the case of the former, competition has tended to force up 
surrender values, although not nearly to the extent that this has 
occurred in Canada or the U.S.A. It is only in the industrial 
branches that it is a significant factor.? 


1 The Times, June 7, 1949. 
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Policies Issued and Ended 
Six Large Offices (In millions) 


1937. 1938. 1948. 

(1) Policies sold ° : ; 6-48 7-23 4-64 
(2) Policies surrendered e : 1-03 1-08 0-63 
(2) as percentage of (1) . - 159% 14:9% 13-6% 


The right to obtain a loan might in certain circumstances 
lead to a run on the office concerned. But the experience of the 
British companies shows that this possibility is not of great 
importance in practice. Loans on policies expressed as a per- 
centage of total assets have remained very stable, although the 
figure rose from 4-3% in 1925 to 7-9% in 1929, remaining in the 
region of 6% in the depression years of 1931 and 1932 and finally 
falling to 3% in 1937. 

Apart from these two factors the liquidity needs of the com- 
panies are small. If a growing company, which already has at its 
disposal supplies of excess cash arising from the increase in the 
total fund, ensures that extra cash is made available by allowing a 


TaBLeE III 





Cash as percentage 
Year. of total net assets. 





i] 


1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1940 
1943 
1948 
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Sources : Board of Trade. 
The Times. 


* Includes Agents’ Balances, etc., outstanding. 


small portion of its total assets to mature each year, its liquidity 
position should be doubly secure. In other words, it is possible 
by empirical methods to determine a safe and satisfactory liquidity 
ratio, although some allowance has to be made for fluctuations 
due to uncertainty in investment. (See Tables ITI and IV.) 
Table III shows that the liquidity ratio has fluctuated about 
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2%. In the years of depression of 1922 and 1923 it stood around 
2-4°/, and gradually fell, as recovery proceeded, reaching 1-8% 
in 1929 at the top of the boom. There was an increase in the 
amount of cash held in the years of depression of 1931 and 1932, 
the high figure of the latter year being probably due to un- 
certainty about the outcome of the Conversion operations. For 
the rest of the thirties the percentage again fell, but suddenly 
increased at the end of the boom as the possibility of war became 
more threatening. 

Table IV demonstrates very clearly the uneven rate at which 








TABLE IV 
(1) wae 
Year. Annual increase | Annual change in | (2) Expressed as 
in funds. cash (+ or —). | percentage of (1). 
£m £m % 
1923 . ; L 38-5 + 1:2 + 3-2 
1924 . ‘ : 37-8 — 28 — 7-4 
1925. . ; 54-5 + 1-1 + 2-0 
1926. ‘ ‘ 49-6 + 0-3 + 0-6 
1927. ; : 48-2 + 2-3 + 4:7 
1928 . ; : 47-8 — 12 — 25 
1929. ‘ . 46-8 + 15 + 3-2 
1930. . . 38-5 — 0-2 — 05 
1931 . 6 . 28-9 + 2-8 + 9-6 
1932. ° . 55-2 + 6-2 +11-2 
1933. . ‘ 56-8 — 48 — 8-4 
1934. a ‘ 53-4 + 0-5 + 0-9 
1935. - A 53-5 + 2-5 + 46 
1936. ° ° 60-2 — 20 — 33 
1937. . ° 62-1 + 8-5 +13-7 














Source : Board of Trade. 


funds were invested as they were received, for in some years 
more were invested than were actually received, and in other 
years, notably 1937, considerably less. Even allowing for some 
variation owing to uncertainty, these fluctuations seem to be 
excessive. ‘There was moderate hoarding in the early twenties, 
which was followed by considerable dishoarding in 1924, as 
recovery took place. For a period cash ratios were low, until dis- 
hoarding occurred in 1928, probably as a result of the Stock 
Exchange boom of that year. There was a sudden increase in the 
desire for liquidity in 1931 and 1932, followed by a rush to invest 
in 1933, and a sudden expansion in cash balances in 1937, as the 
international situation deteriorated. Thus Table IV _ shows 
clearly that the rate at which the companies transmitted their 
funds to investment varied significantly and produced inflationary 
and deflationary effects. For example, during 1931 and 1932 the 
companies’ hoarding was an aggravating factor. 
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The companies’ tendency to hoard at different times may be 
due to various factors: (1) A tendency at certain times for the 
emergency and risk factors in long-term investment to outweigh 
the convenience factors. (2) A traditional desire on the part of 
some companies to be dependent on their own resources for their 
liquidity needs rather than to call on the banks for loans at times 
of stringency. (3) An investor who deals mainly in loan capital 
will hoard when he is expecting interest rates to rise in the near 
future. 

The first is inherent in investing and is impossible to counteract, 
but the effects of the other two can be mitigated. 


THE QUALITATIVE ASPECT 


Their selection of investments is determined in part by their 
primary functions as insurers, in part by the volume of resources 
at their disposal and in part by problems of liquidity, safety of 
principal and investment yield. 

Life offices’ contracts run for years, and premiums are calcu- 
lated by a mathematical formula which assumes that the office 
will be able to invest the funds accruing to it at a definite com- 
pound rate of interest. In the case of with-profit policies, the 
premiums include a loading for bonus and are calculated in such a 
way that, if only the sums actually assured were paid out, a 
residual amount would remain in the fund of each group. This 
residual sum would be equal to the estimated surplus, only if the 
trends of mortality, interest and expense rates actually ex- 
perienced coincided with the forecasts. But if outgoings were 
higher than expected, there would still be some surplus, out of 
which the deficit on without-profit business could be defrayed. 
On the other hand, if the outcome proved more favourable than 
expected, the residual sums remaining both in the “ with-profit ” 
and the “ without-profit ’’ funds would be larger than expected. 
When the office is conducted on a mutual basis, all the surplus is 
distributed to the with-profit groups; in proprietary offices it is 
divided between them and the shareholders, a common basis of 
division being the distribution of 90% to with-profit policy- 
holders and 10%, to shareholders. 

Obviously the size of the surplus depends on the accuracy of 
the forecasts. Now mortality rates can be forecast with great 
accuracy through the use of mortality tables; but future interest 
rates are much more hypothetical. The solvency of the funds 
depends on the ability to earn a minimum rate of interest. The 
inevitability of this underlies the various enunciations of invest- 
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ment principles which have been made from time to time. One of 
the most important of these was made by A. H. Bailey in a paper 
given in 1862 in which he enumerated five principles of investment : 


(1) The first consideration should be the safety of the 
capital. 

(2) The highest R/IJ consistent with the safety of the 
capital should be obtained. 

(3) A small portion should be readily convertible. 

(4) Remainder could be safely invested in securities not 
readily convertible. 

(5) As far as practicable, the fund should be invested to 
aid the life-assurance business (whatever this may mean). 


























TABLE V 





1913. | 1922. | 1925. | 1931. | 1937. | 1940. | 1943. 





British Government % % % % % % % 
Securities . é 0-9 35-0 30-6 20-6 21-6 22-4 34-3 
Foreign Govern- 
ment Securities 
and Indian Col- 
onial, Provincial 
and Municipal 
































Loans ‘ ‘ 15:1 10°5 15-9 13-8 11-5 10-6 9-4 
Debentures and 

Preferred . 5 30-6 12-6 16-4 23-5 24-5 22-9 19-4 
Ordinary Shares 3-4 3-1 4:3 6-9 9-8 9-5 8-8 
Mortgages, Loans, 

Property, etc. .| 41-6 25-4 24-9 28-1 26-8 25-8 20-6 
Others . 6-9 11-0 5-9 5:1 3-6 5-0 3-9 
Cash ; 1-5 2-4 2-0 2-0 2-2 3-8 3-6 

Source : Board of Trade. 
1948.* 

% 
British Government Securities . : é : 31-8 
British Government Guaranteed Securities . ‘ 7-2 
Local Government “ > . ‘ a 3-6 
Colonial Government . . - ’ 3 A 3-9 
Other Investments . ‘ * ‘ r ‘ 31-8 
Mortgages, Loans, Property, ete. . 12-8 
Cash and Agents’ Balances . 2 8-9 








* Figures for 1948 from The Times of October 25, 1949. 


These were reaffirmed by Mr. W. Penman in a paper given to 
the Institute of Actuaries in 1933,1 and are generally considered as 
a good starting point. The first two are platitudinous and, if 
followed strictly, would involve the companies in investing in 
Treasury Bills and the shortest possible bonds. 

See Table V for an analysis of their investment portfolios. 

Pre-1914.—The chief feature is the small percentage of 


1 Journal of Institute of Actuaries, Vol. LXIV, Pt. III, p. 387 
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Government Stocks (only 0-9%). A. H. Bailey disapproved of 
them because at that time they were mainly irredeemable and 
subject to inconvenient fluctuations in value. Debentures (25°) 
and Mortgages (21°) were prominent in the portfolio. 

1914-18.—During the war there was a big movement into 
the various new types of British Government Securities. Most of 
this expansion was at the expense of mortgages and debentures. 

1920-31.—Although the post-war boom broke, yields remained 
high. During this period the companies gradually rehabilitated 
their holdings of debentures and reduced the proportion of British 
Government Securities, although this item remained individually 
the most important. 

1932-39 (‘‘ Cheap money ”’ period).—The general portfolio did 
not alter greatly, although cheap money gave a small fillip to 
mortgage investments and induced a greater interest in ordinary 
shares. This was a natural result of the fall in yields. Between 
1922 and 1939 the proportion of ordinary shares increased from 
3-1 to 98%. 

1939-45.—Early in the war the companies entered into a 
“* gentleman’s agreement ”’ with the Treasury to invest in British 
Government Securities. Consequently, the rapid expansion in 
this field of investment, which was a feature of the previous war, 
repeated itself. 

Post 1945.—This has heen one of great activity for the com- 
panies. The amount of funds passing through their hands has 
continued to increase, but difficulties have been experienced owing 
to nationalisation, heavy taxation and low interest rates. The 
official policy of attempting to enforce even cheaper money 
resulted in a reaction against British Government Securities. 
Mortgages and debentures also declined in importance, but 
preference and ordinary shares showed an upward trend—evidence 
of an urgent search for higher yields. Although these have been 
the general characteristics of post-war investment; there have 
been surprising divergencies in policy between different offices. 
Such divergencies can be attributed to conflicting views about the 
future level of interest rates. 


CRITIQUE OF INVESTMENT PoLicy 


The adequacy of the companies’ policy since 1918 must be 
considered in relation to the general features of the investment 


1 This article had already gone to press before Mr. Leo Little’s article on 
Insurance Companies and Industrial Capital in The Banker of August 1950 came 
to my notice. He shows that some firms have considerably extended their 
holdings of equities in recent years. 
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mechanism. During this period there occurred a further decline 
in the importance of the rich private investors, who were the main 
sources of funds for long-term investment in the nineteenth cen- 
tury, and an expansion of the new stock-exchange method of 
raising capital and the broadening of its scope. Mr. R. F. Hender- 
son, in his article published in the Economic JouRNAL,' has shown 
that there is evidence that the expansion of the new method 
lagged behind the decline in the old one and that there were few 
offsetting factors. This resulted in a distortion of the financial 
mechanism in Britain. A serious gap arose between the demand 
for marketable securities on the one hand and on the other the 
demand by numerous scattered entrepreneurs for capital. In 
particular, the task of providing capital for new and untried 
enterprises or for firms with small capital was not adequately 
fulfilled by the institutional structure of the market. 

It is against such a background that the companies’ policies 
must be judged. As the most important institutional investors, 
they can be criticised for contributing to these deficiencies of the 
capital market on the grounds that they have been too cautious 
in the choice of their investments. Their preference for fixed- 
interest securities has favoured the well-established firms as 
against the new and untried enterprises and the small firms, whose 
position they have done little to alleviate even in other directions. 
In defence of the companies it may be argued that, as insurers, 
they are freed from all responsibility and are prevented by their 
obligations from contributing to the solution of these problems. 
But it is the purpose of this paper to show that they can help at 
least indirectly by adapting their policies to changed circumstances. 

One of the causes of their conservatism is their pre-occupation 
with the liquidity, as opposed to the security, of their investments, 
which has tended to confine their choice to companies whose 
securities are easily saleable at short notice. Only the stock of 
well-established companies of known reputation can provide this 
kind of liquidity; hence this factor produces a bias in favour 
of conservative investments. This desire for easy saleability 
seems to be unnecessarily emphasised, for companies who are 
selling an increasing amount of new insurance each year (as are 
the majority of British companies) can meet unexpectedly large 
claims from the new funds accruing to them, and need to keep 
only a small proportion of their total investments in easily saleable 
form as an additional reserve. The remainder of their funds can 


1 Economic Journal, Vol. LVIII, p. 63. 
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be safely invested in stock of reasonable security without much 
emphasis on saleability. 

Their preference for fixed-interest securities, which is a 
characteristic of other institutional investors, has had important 
repercussions on the capital market. The activities of such 
institutions have been a significant factor in encouraging savings 
to take the form of loan capital rather than equities. 

Secondly, it has aggravated the distortion of the financial 
mechanism, which has placed the small firm at a disadvantage in 
obtaining funds for capital development. In most cases small 
companies must issue ordinary shares. Thus, to quote from Mr. 
R. F. Henderson’s article, “‘in a sample of 57 issues by new 
companies of amounts less than £500,000, of which the average 
size was about £180,000 only 3 did not include ordinary shares ; 
28 were of ordinary shares only; 22 of ordinary and preference 
shares.”’! The bias of institutional investors in favour of deben- 
tures must act to the disadvantage of the small firm and lead to 
the neglect of some important investment opportunities. 

Thirdly, the investor in debentures, who expects interest rates 
to rise in the future as a result of the higher productivity of 
capital, will tend to hold off the market and accumulate idle 
balances. And the process of capital accumulation will be 
arrested, unless entrepreneurs are prepared tc pay the higher 
rates immediately; they will do this only if they anticipate a 
demand for’ their products sufficiently buoyant to compensate 
them for the higher cost of borrowing. But investors in equities, 
who are expecting a higher future productivity of capital and 
a higher future level of interest, will react in the opposite direction 
to debenture-holders and attempt to expand their investments. 
And entrepreneurs for their part may be willing to issue ordinary 
shares, when they would not be sufficiently confident about the 
future to finance capital development through debentures bearing 
a higher rate of interest. Thus the rate of capital development is 
less likely to slow down when investors are prepared to take 
an equal interest in both fixed-interest securities and equities. 
Financial institutions, whose portfolios contain both fixed- 
interest securities and ordinary shares, will transmit their funds 
to the various outlets for investment less erratically than those 
almost exclusively interested in providing loan capital. 

The companies’ comparative disinclination to invest in 
ordinary shares can be attributed to various influences. They 
consistently argue that the fiduciary nature of their contracts 


1 Economic Journal, Vol. LVIII, p. 71. 
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with their policy-holders compels them to be conservative in the 
choice of their investments. Although there is some truth in this 
argument, its validity clearly depends on the exact nature of 
the contracts. A distinction must be made between with-profit 
and without-profit policies. As has been shown above the 
former involves a guarantee to pay the sum assured and an 
additional amount, which will be greater or less than the 
surplus, yielded by the bonus-loading, according to the actual 
trends of mortality, interest and expense rates. In effect there is a 
double obligation. On the one hand there is a rigid contract to 
pay the sum assured, and on the other a loose contract to pay a 
portion of the profits accumulated during the period. Thus, if, 
out of a premium income of £50, £35 is necessary to cover the 
payment of the sum assured and £15 is the profit-loading, there is 
no valid reason why both sums should be invested according to the 
same principles. For the funds accruing from the profit-loading 
portion of the premiums can be legitimately considered as liable 
to share the risks of the insurance business. 

Without-profit policies involve a simple guarantee to pay the 
sum assured at the end of the period or in the event of some other 
contingency. Therefore in investing these funds, the emphasis 
should be on security. But even non-profit policy-holders should 
realise that the fulfilment of the contract depends on the invest- 
ment of funds at a given rate of interest, so that their money 
must be exposed to a limited risk in order to earn the assumed 
rate throughout the currency of the contract. Moreover, if the 
company pursued an extremely prudent policy and in order to 
safeguard its capital, invested its funds only in short-term bills, 
it would rapidly become insolvent. 

Thus an examination of the contracts shows that there is 
justification for adopting different principles in the investment of 
the funds according to the type of contract. As the major 
proportion of modern business consists of with-profit policies, it is 
legitimate to consider the substantial amount of investible funds, 
which accrue from the profit-loading, as risk-bearing; but the 
funds from without-profit policies should be exposed only to 
limited risk. 

A second reason for the relative unpopularity of equities arises 
from the problems of the quinquennial valuation, which is made 
to determine the amount of bonus to be distributed to the with- 
profit policy-holders. Briefly, the valuation can be considered 
as an interim assessment of the profit-earned. The surplus S, 
which it discloses, is equal to A (the value of the assets) less 
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L (the value of the liabilities). The usual basis for the valuation 
of the assets is market value or cost. There are obvious disadvan- 
tages in this method, because, on the particular day selected, the 
values may be distorted (although any idea of normality is 
illusory), so that the surplus revealed as available for distribution 
is an unrealistic one; and the disadvantages are greatest in the 
case of equities. Mr. L. G. Whyte, discussing this problem, 
suggests a svstem of notional valuations : 

“The difficulty is that in the case of depreciation due to 
a reduction in the earning-power of the security, whether 
real or supposed, no balancing reduction can be made in the 
value of the liabilities; it is this type of depreciation with 
which it is necessary to deal in the case of equities, and there 
is no option but to try to estimate the level to which market 
prices may fall and hold a reserve as an insurance against 
such a fall.” + 

This disadvantage of equities is serious, but not insuperable 
as L. G. Whyte has indicated. 

Thirdly, much of the prejudice against ordinary shares arises 
from the fallacy of separating capital and income into water-tight 
compartments. For ordinary shares are particularly liable to 
fluctuations in capital-values. Such a separation is unjustifiable, 
for it is always possible to convert a part of income into capital 
or a part of capital into income. 

Lastly, much of the companies’ excessive caution and their 
consequent dislike of equities can be attributed to the weakness of 
their assumptions about the rate of interest when determining 
premiums. When calculating the rate of mortality, actuaries 
use mortality-tables, which take into account all the principal 
factors, namely age, sex and class of life of which the rate of 
mortality is a function, and succeed in computing a rate which, in 
practice, turns out to have a high degree of accuracy. But as 
E. H. Lever has said : 

“In the case of the rate of interest, however, the position 
is quite different, as ‘he experience of the past is of little 
help in forecasting the future. Even if it were, there is 
certainly nothing in the past record of interest-rates to 
suggest that in relation to calendar years passed through 
they can be assumed to remain constant over long periods of 
time, and there is nothing, therefore, very scientific in making 
these assumptions in the calculation of premium rates.”’ ? 

In actual practice the companies tend to adopt the astrological 
procedure of choosing a rate slightly below the average expected 


1 L. G. Whyte in a paper given to the Faculty of Actuaries. March 1947. 
* E. H. Lever, Journal of Institute of Actuaries, Vol. LXIX, p. 10. 
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to be earned over the next decade or so. That they should have 
recourse to such a formula is not surprising in view of the illusory 
nature of the guarantee that, over fifty years or so, reserves will be 
invested without depreciation of capital and that interest will be 
earned, thereon, at a constant rate—a guarantee that is rendered 
more precarious by variations in other unknowns, such as future 
levels of taxation. 

Naturally, after assuming a given rate of interest, the com- 
panies err on the side of caution, for, on the present basis of 
calculations, past losses or excessive fixed charges cannot be made 
good out of current and future business. No problem would arise, 
if all insurance companies followed a traditional policy and were 
equally involved in such a development as the depreciation of 
their investments; for they would make good their losses by the 
adjustment of future contracts. But, in fact, a more skilful 
policy—more skilful in earning the assumed rate of interest— 
on the part of an existing office or the advent of a new one would 
tend to give rise to such terms for future business as wouid 
prevent such correction of past losses. 

For these reasons a premium calculated on the basis of 
mortality only, which makes no assumption as to rates of interest, 
expense or bonus seems an attractive and logical solution. The 
expense-loading would be unnecessary, for expenses would become 
a charge on interest-earnings (incidentally bringing the practice 
of insurance companies into line with that of other savings- 
institutions), and the residue would be available for distribution as 
profit. The new criterion for minimum with-profit rates would be 
that in no case should they be less than the pure premium calcu- 
lated at rate of interest zero. Table VI gives a comparison for 
representative ages and classes between the average with-profit 
premiums charged by six leading offices and corresponding pure 
premiums on the A 1924-29 Table at 0%. 

If all companies were to adopt these with-profit rates, they 
would compete with one another in economy of administration and 
skill in investment alone, and at the same time would be in a 
strong position for withstanding periods of strain, provided that 
they adopted a flexible policy in the distribution of bonuses. 
This would require a change of attitude, for many companies 
view with disfavour the payment of variable bonuses; this is due 
to the imperfection of the market which causes the companies to 
fear that a sudden increase in bonuses may spoil the market. 

We have already discussed the unfavourable effect of their 


preference for fixed-interest securities in the development of small 
No. 241.—VOL. LXI. H 











98 THE ECONOMIC JOURNAL [MAROH 


firms. Unfortunately they have done little to help them in other 
directions. It is known, however, that the Prudential played an 
important part in the foundation of the Charterhouse Industrial 
Development Company, which provides money for small under- 
takings in amounts from £10,000 to £100,000. Unfortunately 
this lead has not been followed, although other companies have 
made complicated loans on mortgages on industrial premises 
with additional security provided by life policies on the active 
managers of small concerns. But quantitatively these develop- 
ments have not been of great significance. 


TaBLE VI j 
(i) (A) Average Rates of Annual With-profit Premiums of 
Six Leading Offices (1949). 
(B) Pure Premiums on A 1924-29 Table at 0%. 
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(ii) Average Rates of Annual Non-profit Premiums of 
Six Leading Offices. 
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The present structure of the companies is not suitable for 
_ engaging directly in the finance of small companies and promoting 
new developments. But they should consider the possibility of 
co-operating with the major finance-houses in the establishment of 
intermediate institutions to remedy the deficiencies in the capital 
market. The formation of the F.C.I. with the participation of the 
insurance companies provides a good example of what can be 
achieved. In this way they can do more to destroy risks by 
pooling them—that is, by establishing a consortium in which 




















1951) ROLE OF BRITISH LIFE ASSURANCE COMPANIES 99 


they would hold a debenture or preference interest, while the 
consortium itself would hold a portfolio composed partly of 
equities. The experience of the I.C.F.C., which has received many 
more requests for assistance than it has been able to accommodate, 
shows that there is plenty of scope in the capital market for more 
intermediate institutions. 


CoNCLUSION 


The above recommendations are designed to enable the 
companies to fulfil satisfactorily their role as an important source 
of funds for capital formation without jeopardising their primary 
function as insurers. It is essential that they, as major investors, 
should so conduct their policies as to remedy the deficiencies of 
the capital market—in particular, the failure of the present 
institutional structure to provide capital for new and untried 
enterprises or for firms with small capital. The growing propor- 
tion of undistributed profits among the funds available aggravates 
this problem. It is possible to take the view that the companies 
have no responsibilities in this matter. But unless the major 
institutional investors co-operate in the solution of these problems 
of the private sector of industry, the Government will be forced 
more and more to interfere in the long-term capital market in order 
to bridge the gap between the institutions and the numerous 
entrepreneurs who require capital in varying amounts and for 
a multiplicity of purposes. 

In the interests of economic stability and progress it is 
important that the companies should not vary unnecessarily 
the rate at which they invest their funds and should not be too 
conservative in the choice of their investments. In both cases a 
greater readiness to invest in equities would be of benefit. 
Although it is desirable that by their actions they should not 
reinforce inflationary and deflationary tendencies, some variations 
in the cash ratio are inseparable from the process of investment. 
But sometimes in the past they appear to have been excessive. 
As there are occasions when the investor in equities would be 
readier to invest than the investor in debentures, fluctuations in 
the investment of funds would be diminished if the companies 
were to increase their holdings of equities. Such a development 
would also do much to counteract the present bias in favour of 
well-established firms which have little difficulty in raising 
capital. Life offices might well be encouraged to invest up to 
25% of their assets in equities—as a tentative figure—and 
at the very least 15% in view of the large proportion of their 
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other assets held in relatively safe securities... By spreading their 
risks both geographically and industrially and by distributing 
their investments over a wide range of business, they would earn 
compensation for losses in one direction through profits in another. 
Such an expansion would benefit the capital market without im- 
pairing the profitability of the companies. Mr. H. E. Raynes, 
an actuary, who has been a consistent advocate of increased 
holdings of equities, has compared the result of investing 50°, 
of a hypothetical fund in the equities of a selected group of 
companies with the result of investing the other 50% in debentures 
over a period of twenty-five years. Although the validity of his 
statistical method can be criticised, he has given convincing 
evidence that a greater willingness to hold equities would not have 
impaired their financial strength. 

While there are obvious difficulties in the direct finance of 
small firms, the companies should co-operate in the establishment 
of more intermediaries like F.C.I. in which, if they preferred, they 
could hold debentures, while the intermediary would provide 
equity-capital. 

These recommendations could be carried out with or without 
altering the basis upon which premiums are calculated. The 
possibility of assuming a zero rate of interest when fixing premiums 
requires separate consideration. If it were done, the with-profit 
rates of all companies would be identical and the scope for com- 
petition would be confined to realising the highest average level of 
bonuses over any given period. These would depend on two 
factors, the yield on their investment and the costs of administra- 
tion, which would be a charge on earnings after the abolition of 
expense-loadings. Thus the companies would compete entirely in 
skill in investment and economy of administration,* and provided 
that they adopted a flexible policy in distributing bonuses, would 
be capable of withstanding severe financial strains. For those 
who desired the payment of a fixed sum with no speculative 
element they could offer without-profit rates calculated at 1% 
net rate of interest with no loading for expenses. The two funds 
could then be considered separately and invested according to 
different principles in that the latter should be exposed to less risk. 


1 One or two companies have recently increased their holdings of equities to 
20% of their assets, but they are very much in the minority. See The Review 
—The International Insurance Newspaper, November 12, 1948. 

2 Journal Institute of Actuaries, Vols. LIX and LXVIII. 

% Any measure which would increase competition to reduce expense ratios 
merits careful consideration. In ordinarv life assurance these vary from 31-5 to 
5%, although the average is about 13%; and in industrial life assurance from 
49 to 25% (Insurance Directory and Year Book, 1935-1944). 
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In conclusion the following broad principles of investment are 
suggested : 


1. Primary consideration must be given to the eventual 
payment of the sum assured. 

2. All possible outlets for investment, including new 
development, should be considered on their merits. 

3. As major institutional investors, they should conduct 
their policies with sufficient flexibility to meet the needs of 
a changing capital market. 

4. Because of the need of industry for equity-capital 
they should foster their with-profit business and invest more 
in equities. 

5. To reduce risk they should spread their investments 
both geographically and industrially. 

G. CLAYTON 
University of Liverpool. 








EUROPEAN EAST-WEST TRADE AND THE UNITED 
KINGDOM’S FOOD SUPPLY 


A. Introduction 


THIs paper attempts to present a picture of the economic and 
particularly trade connection between Eastern and Western 
Europe, as it existed before the war and as it is to-day, with 
particular reference to the United Kingdom’s food supply. 
Eastern Europe, in the context of these discussions, means, if not 
otherwise stated : the Soviet Union, its Eastern European Allies 
(Poland, Eastern Germany, Rumania, Czechoslovakia, Hungary, 
Bulgaria and Albania), and also Yugoslavia and Finland. 
Eastern and Western Europe will, for brevity, be usually referred 
to as “‘ East’ and “ West.” 


B. Summary 


(1) Before the war, the West (Germany in particular) was more 
important to the East than was the East to the West. 


(a) The greater part of the Soviet and other Eastern 
imports came from Western Europe and about 70% of 
their exports were directed westwards. On the other hand, 
only about one-tenth of Western European trade was with 
Eastern Europe, though the interest of Italy and Switzerland, 
and particularly of Germany and Austria, in Eastern Europe 
was much greater than that of other Western countries. The 
volume of trade with Eastern Europe in the case of both the 
United Kingdom and France was not very significant. 

(b) Some Eastern European goods were of greater import- 
ance than others, particularly Polish coal, natural phosphates, 
Soviet and Finnish timber and timber products and food 
(bread grains and flour, coarse grains, sugar and meat; 
the United Kingdom also imported butter, eggs, canned fish 
and dead poultry). The principal suppliers of the United 
Kingdom with food from Eastern Europe were the Soviet 
Union, Poland and Rumania. 

(c) Even so, with the development of alternative sources of 
overseas supplies, Eastern European exports (particularly of 
grain) had become, by the time of the Second World War, of 
far less importance to the West than they had been before 
the First World War and the Soviet Revolution. 
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(2) The post-war period found East-West European trade 
reduced in size to one-third of pre-war in 1947 and to 42% in 
1948. 

(a) The Eastern share in United Kingdom trade had 
fallen proportionately. 

(b) The disruption of trade was greatest in the case of the 
Soviet Union in the East, and of Germany and Austria in the 
West. On the other hand, the Scandinavian countries did 
more trade with Eastern Europe in the immediate post-war 
period than before the war. 

(c) The trade in all commodities had declined, with a few 
exceptions : whale oil from Norway, textiles from Belgium, 
France and the United Kingdom, iron and steel manufactures 
from Belgium and machinery from Sweden ; also cereals from 
the Soviet Union, timber from Finland, Yugoslavia and the 
Soviet Union, pulp from Finland and coal from Poland. 

(3) The most important obstacles to increased trade have 
been so far : 

(a) the inability of Eastern European countries to deliver 
substantial amounts of any other goods but cereals and 
timber ; 

(b) the insistence of the “ Satellites” on the import of 
necessities before luxuries, of capital goods before consumer 
goods, of industrialisation goods before equipment for 
primary industries ; 

(c) the inability of Germany and Austria to export ; 

(d) lack of Western European interest in the Eastern 
European market in a sellers’ world with highest prices 
prevailing in the soft-currency areas ; 

(e) the existence of unrequited imports from the United 
States, particularly to Western Germany ; 

(f) restrictions on the export of “strategic” manu- 
factures and scarce raw materials from Western to Eastern 
Europe ; 

(g) the non-co-operative attitude of many private firms, 
particularly in the United Kingdom, for political as well as 
for real or imaginary commercial reasons ; 

(h) a similarly non-co-operative attitude of the Soviet 
Union and her “ satellites,” due sometimes to exaggerated 
(mainly political) fears and suspicions, sometimes to sheer 
incompetence ; 

(i) the refusal of the United States and Western Europe 
to extend credit facilities to communist countries, and the 
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refusal of the latter to receive and guarantee capital invest- 
ments ; 

(j) the refusal of Eastern European countries, for political 
and strategic reasons, to publish their import plans, as was 
done in the case of the Western European plans, which the 
East denounced as inaccurate and non-committal ; 

(k) the non-existence of an all-European payments and 
clearing scheme, apart from the inclusion of a few Eastern 
European, together with some Western European, countries 
in the Transferable Sterling Account Area. 


(4) The reasons, given under points (a), (c) and (e) are 
gradually and naturally disappearing, but the other eight 
impediments remain, and may now be almost irremovable. 
Nevertheless, a factual analysis of what would be possible if they 
were removed or became less important may still be worthwhile. 


(a) Eastern Europe could provide a non-fluctuating and 
quickly expanding market, provided we recognise it as a 
market with requirements different from the pre-war period 
and subject to continued changes in composition. 

(6) An important source of food and industrial raw 
materials outside the dollar area would be re-opened, and 
could be greatly developed. 

(c) In the short-term period (until 1952 or 1953, possibly 
1955) little more could be got from Eastern Europe than 
cereals and timber. The end of this period will greatly 
depend on the help the West will give to the East. 

(d) In the medium-term period (until 1960 or 1965, 
possibly 1970), again substantially dependent on Western 
assistance, increasing supplies of minerals, horticultural and 
livestock products will become available. The availability 
of cereals might or might not be reduced. 

(e) In the long-term period (after 1960-70) supplies of 
timber, food and minerals will not increase, though they 
need not necessarily decline, but this does not apply to the 
Soviet Union, which, given peace and commercial and 
political confidence, could increase her exports of all kinds 
of foodstuffs and industrial raw materials to Europe, certainly 
for at least 50 years. 


C. Analysis 
I. East-West Trade before the War 


(1) Table I in the Appendix gives a summary picture of the’ 
pre-war trade of Western Europe (including the whole of Germany, 
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but excluding Spain) with the Soviet Union (including the three 
“ Baltic ” states) and with the other Eastern European countries. 
The table shows that : 

(a) the import surplus of Western Europe in its trade with 
Eastern Europe was proportionately smaller than with the 
rest of the world; 

(b) 20-25% of the trade was with the Soviet Union, the 
rest with the smaller Eastern European countries ; 

(c) both the biggest importers from and exporters to the 
East were : Germany, the United Kingdom and the Benelux 
countries ; 

(d) about 174% of total Western European trade (ex- 
cluding intra-regional trade) was with Eastern Europe ; 

(e) this trade was of considerable importance only in the 
case of Austria (33-38% of total), Germany (16-18% of total), 
Switzerland (11%) and Italy (9-12%) ; 

(f) 72% of Soviet and 67% of other Eastern European 
exports went to Western Europe ; 

(g) 52% of Soviet and 59% of other Eastern imports 
came from the West; 

(h) on the other hand, only 7-8% of United Kingdom 
imports and 5-6% of French imports were from Eastern 
Europe. 

(2) The importance for the West of imports from Eastern 
Europe becomes apparent, if the commodity composition of this 
trade is examined, as most of it was concentrated in a few lines 
of considerable importance to the economy of the West. Wheat, 
meat, other food products, timber from Finland and Russia and 
Polish coal were the major items; others of importance were 
Rumanian oil, some minerals, especially from Yugoslavia, and 
Czechoslovakian manufactures. In particular, a substantial 
proportion of Western European consumption of timber and 
cereals was supplied by Eastern Europe. 

(3) A great part of the Western European trade deficit with 
Eastern Europe was offset by invisible exports, which are ignored 
throughout this paper because of lack of authentic information. 
They were, however, of considerable importance to Western 
Europe, though perhaps not as great as before 1914. On the 
other hand, a great part of German imports from the East in 
the period 1933-39 remained unpaid, and produced substantial 
frozen-Mark balances all over Eastern Europe and the Middle 
East. 

(4) Finally, it should not be overlooked that trade between 
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Eastern and Western Europe was already reduced, in the inter-war 
period, from the level to which it had been developed, slowly and 
painfully, in the nineteenth century; this reduction was caused 
by the First World War, the Soviet Revolution and the general 
unrest and economic exhaustion which followed. Before the 
First World War Eastern Europe was responsible for 45% of 
world bread-grain and 57% of coarse-grain exports. This 
proportion fell in the first post-war period to 5% (Russia herself 
exporting only one-tenth of the previous quantity) and 19% 
(Russia exporting then almost no coarse grains). From these 
low levels bread-grain exports from Russia climbed from 2 to 5%, 
and those from Danubia and Poland from 3 to 13% of the world 
total; in the five years 1935-40, 18% of world exports of bread- 
grains came from Eastern Europe, compared with 45% in 1909-14. 
Soviet exports of coarse grains, as a proportion of world trade, 
increased from 2% just after the First World War to 7% (in 1930- 
35) and Danubian exports from 17 to 19% in the same period; 
exports of coarse grains from all Eastern Europe thus rose from 
19 to 26% by 1935, compared with 57% before the First World 
War, but the proportion fell again to 14% (3% U.S.S.R. and 11% 
Danubia) immediately before the last war, when North America 
recovered from the effects of the Great Drought in the early 
1930s. The immediate pre-war position of intra-European trade 
was therefore in no way a complete indication of what is either 
possible or desirable on economic grounds. 


II. East-West Trade Now 

(5) Table II in the Appendix shows the pattern of trade 
between Eastern and Western Europe in 1948. In comparing the 
table with the corresponding table for 1938 (Table I), price 
changes have been taken into consideration. Roughly the price 
index for trade from East to West in 1948 can be estimated at 
280 (1948 weights; 1938 = 100) and for trade from West to 
East at 230. 

(6) A comparison between the pre-war and post-war position 
of East-West European trade on the basis of Tables I and II 
leads to the following conclusions : 


(a) The import surplus of Western Europe with Eastern 
Europe was, in 1948 as in 1938, proportionately smaller than 
with the rest of the world. 

(6) The share of the Soviet Union in Eastern European 
trade with Western Europe has dropped from 20-25% to 
15-20%, 
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(c) Germany, which before the war was the leading trader 
with the East, has practically dropped out of the picture. 
The United Kingdom retained its position as second biggest 
exporter, and has become the biggest importer from Eastern 
Europe. 

(d) The share of Eastern Europe in total Western 
European trade (excluding intra-regional trade) has dropped 
from 17} to 9%. 

(e) The share of Western Europe in Soviet trade has fallen 
from 72 to 30% (Soviet exports) and from 52 to 18% (Soviet 
imports). 

(f) The share of Western Europe in the trade of other 
Eastern European countries has fallen from 67 to 47% 
(Eastern European exports) and from 59 to 36% (Eastern 
European imports). 

(g) The share of Eastern Europe in British foreign trade 
has dropped from 7-8% pre-war to 3-4% in 1948 and, in the 
case of France, similarly from 5-7% to 2-3%. 


This comparison excludes non-regular trade (reparations, etc.) 
between Eastern Germany and Austria and the Soviet Union, 
but the omission (due to lack of information) does not invalidate 
the statistical picture or the conclusions. 

(7) Tables III and IV in the Appendix give a picture of the 
commodity composition of East-West European trade, both before 
and immediately after the war, and in comparison with imports 
from the U.S.A. In 1938 exports to the East were mainly o 
machinery, iron manufactures, chemicals and other capital goods, 
though textiles also played a prominent part. Imports were 
principally timber and other light industrial raw materials and 
products as well as food and tobacco, particularly cereals. By 
1947, West—East trade had declined to 42°% and East—West trade 
to 28% of its pre-war volume. In the composition of the West- 
East trade no dramatic changes have taken place. In the other 
direction, however, a considerable change has occurred in so far 
as the traditional cereal exports have practically ceased (partly 
due to droughts), while the exports of pulp and, more surprisingly, 
iron manufactures, machinery and chemicals have moved into 
relatively prominent positions. 

High exports of pulp have been the result of the importance 
attached to them by Western countries, while Czechoslovakia 
has mainly accounted for the export of machinery, chemicals, 
ete. 
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In 1948 important increases took place, from West to East, in 
whale-oil exports from Norway, in the export of textiles from 
Belgium, France and the United Kingdom, of iron and steel 
manufactures from Belgium and of machinery from Sweden. 
Exports of iron and steel from the United Kingdom to Eastern 
Europe increased only slightly, a large fall in exports to Czecho- 
slovakia offsetting increases in exports to some of the other 
Eastern European countries. Machinery exports from the 
United Kingdom were only about half as large in 1948 as in 
1947, chiefly because of a fall in exports to the U.S.S.R. and 
to Yugoslavia. In the other direction imports increased 
of cereals from the Soviet Union, timber from Finland, Yugo- 
slavia and the Soviet Union, pulp from Finland and coal from 
Poland. 

(8) Tables IV and V in the Appendix afford an appreciation 
of the connection between the stagnating trade with Eastern 
Europe and the “ Dollar Gap” of Western Europe. The pre- 


war picture (Table IV) of Western European imports from 
Eastern Europe on the one hand and the United States on the 
other shows certain similarities in the commodity composition. 
Cereals and textiles (mainly fibres) represent in both cases two 
of the three main groups. Only timber imports from Eastern 
Europe and oil from the United States are not matched by 


similarly big imports from the other side. Imports from Eastern 
Europe had declined from $2,500 m. to $780 m. (in 1948 prices) 
by 1947; imports from the United States had risen by 1948 from 
$2,800 m. to $4,200 m.; and to $8,100 m. (1949 prices) by 1949. 
While increased imports—between 1938 and 1949—from the 
United States of iron products (increase $170 m.), machinery 
($820 m.), vehicles ($370 m.) and chemicals ($310 m.) could hardly 
be replaced by imports from Eastern Europe, increased imports 
of fats (by $360 m.), tobacco ($190 m.) and coal ($170 m.) might 
partly, and increased expenditure of $1,400 m. for cereals and 
$900 m. for textiles could certainly, completely be eliminated 
were European East-West trade to be revived. 

Table V shows clearly that it is in the trade with the United 
States rather than with Canada or Latin America that the greater 
part of the dollar deficit arises. While the share of the United 
States in Western European trade with the Western Hemisphere 
was 40:3%, 448% and 51-4% in 1938, 1948 and 1949, her share 
in the trade deficit (which had risen, in current prices, from 
$1,300 m. to $4,600 m. between 1938 and 1948) was 52-9%, 
59-1% and 75-9% in these three years. 
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III. The United Kingdom’s Food Imports from Eastern Europe 
(9) From the ‘‘ Economic Survey of Europe for 1948”’, 
published by the E.C.E. Secretariat, the following table can be 


computed : 


United Kingdom Trade with Eastern Europe in 1938 


$ millions. 





U.S.S.R. 
including 
Baltic states. 


Finland. 


Other Eastern 


European 
countries. 


World.! 





115 3,925 
27 53 2,426 


Imports . .| 119 81 
Exports .. | 55 








1 This column includes the (insignificant) trade figures of Ireland and Iceland. 
As for the other countries of North-west Europe, the trade with 
Eastern Europe was of relatively little significance to the United 
Kingdom, if viewed by value as a whole. Moreover, Eastern 
Europe as a market (with 6%, of total exports) was of even smaller 
importance than as a source of supply (with 8% of total United 
Kingdom imports). 

An analysis of the commodity composition of the United 
Kingdom’s imports from Eastern Europe does, however, show the 
importance of that region for the supply of certain commodities, 
some of them key commodities. Tables VI and VII in the 
Appendix show that of the United Kingdom’s total imports from 
Eastern Europe, of £71 million in the average of 1934-38, not 
less than £20 million (or 28%) were food, and they show the 
country and commodity composition of this trade. 

(10) The greater part of all the United Kingdom’s Eastern 
European imports came, before the war, from the Soviet Union and 
Finland, but the greater part of all food imports from the Soviet 
Union and Poland. Food imports from Finland were insignificant, 
but from Poland they were large. The food component of im- 
ports from the Soviet Union, was exactly the same as that for the 
region as a whole, 27-99%. Bulgaria, Lithuania and Hungary sent 
mainly food, while Czechoslovakia, otherwise an important trading 
contact, exported almost no food. 

(11) Of food imports from Eastern Europe, taken separately, 
more than half—by value—was, before the war, in butter, bacon 
and ham and wheat. Other commodities of some importance of 
which an appreciable part came from Eastern Europe were eggs 
in shell, canned fish and barley. The region also sent more than 
half of the United Kingdom’s dead poultry imports. 

(12) Table II shows that only an inconsiderable part of the 
United Kingdom’s imports (4-6% of the total) came from Eastern 
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Europe in 1948, and that not even this small trade was fully paid 
for by current visible exports from the United Kingdom itself. In 
Table VIII an attempt is made to show the change in the United 
Kingdom’s food imports from Eastern Europe between 1934-38 and 
1948-49, and whence any deficiencies were made good, if at all. 

(13) With the exception of barley and maize, all United 
Kingdom pre-war imports of food from Eastern Europe have 
declined absolutely by 1948-49. 

(14) With the exception of poultry, all foodstuffs of which 
Eastern Europe was a traditional source of supply are now im- 
ported in smaller quantities from abroad than before the war. The 
deficiencies are not fully offset by increased home supplies. This 
is true in particular of butter, bacon, eggs and canned fish, and the 
United Kingdom’s supply of wheat is maintained only by obtaining 
twice the pre-war amount from Canada at the cost of dollars. 


IV. The Reason for and the Significance of the Low Level of East- 
West European Trade 


(15) The importance of trade with Western Europe for the 
Danubian countries has been as great since the Second World War 
as it was before, but there has been qne great obstacle to its develop- 
ment. The requirements of Eastern European countries have not 
been the same as before the war. They now want essential goods: 
raw materials and capital goods to help their industrial develop- 
ment. 

(16) The inability to supply the goods wanted by the East 
kept Germany out of this trade until 1948. Last year, however, 
following the stabilisation of the Western Mark and the general 
recovery of the Bi-zone, the problem of the resumption of trade 
became topical for both Germany and the East. In the third 
quarter of 1949 Western Germany’s industrial production stood 
at 75% of pre-war, but textile production at 89%. Western 
Germany would therefore probably prefer to recommence exports 
of textiles to the East. On the other hand, the “ Satellites ” are 
more interested in imports of machinery and steel products, 
but the Western German engineering industry produced in the 
third quarter of 1949 only 64% and the steel industry only 54% 
of their pre-war output. 

In the third quarter of 1949 Western German imports were 
107% of the pre-war rate, but exports were only 48%. In 1948 
51% of Western German imports came from the United States 
against 9% before the war, and only 2% of exports went to 
Eastern Europe against 16%. By the third quarter of 1949, 
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however, the provortion of Western German imports from the 
United States had fallen to 37% of the total, following restrictions 
on American loans and gifts, and simultaneously the exports to 
Eastern Europe had increased to 4% of the total (none of it to the 
Soviet Union—Eastern Germany not included). In the future it 
is likely that German industrialists will look to Eastern Europe, 
as elsewhere, for a solution of their commercial problems. 

Table IX in the Appendix shows how great the disruption has 
been in trade between the two parts of Germany, particularly in 
the East-West direction. From other sources it has been 
calculated that, as a corollary to this disruption, the trade 
between Eastern Germany (whose trade with Western Europe 
and the Western Hemisphere in 1948 was less than half of that of 
Western Germany) and Eastern Europe had risen, by 1948, to 
four times the volume of Western German trade in that direction. 

(17) East-West trade is, of course, also limited by the restric- 
tions which the United States and “ Marshall ’”’ countries place 
upon the export of strategic goods, etc., to the East. 

(18) A further obstacle to East-West European trade is the 
fact that in their desire to press ahead rapidly with their develop- 
ment programmes Eastern European trade delegations often seek 
priority in the production of goods and materials which they 
have been able to clear with the negotiating Western govern- 
ments, but for which the order books of private firms are full for 
years ahead. The high prices which firms can obtain in the 
sellers’ market for lines which are in general demand, particularly 
most engineering products, electrical and scientific apparatus and 
instruments and certain chemicals, are reinforced probably by the 
natural preference of traders for what seems to them, rightly or 
wrongly, an economically and politically more secure market. 

(19) Further, Eastern European countries have been quite 
willing to barter or to receive imports on credit, but they had not 
always available (or were not willing to export) goods which the 
West wanted, nor were they willing to receive capital investment. 
Indeed, considerable difficulty was caused by their refusal to 
pay adequate compensation for the foreign undertakings and 
investments which they had confiscated, while, on the other hand, 
the United States and Western European countries have not 
extended commercial credit facilities to communist countries. 

(20) Accurate estimates of the total requirements of industrial 
equipment are further rendered impossible by the fact that the 
Eastern countries have not produced any detailed import plans. 
This demand for import plans has played a great part in the 
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discussions of the Trade Development Committee of the Economic 
Commission for Europe set up last year on Soviet initiative. It 
was the Soviet delegate who led the resistance to proposals for 
them, declaring the corresponding Western European plans as 
inaccurate and non-committal and insisting that Eastern trade 
plans have the force of law and their submission would be both an 
unbalanced procedure—and probably “ undignified ”’ for the East— 
and would divulge commercial secrets. 

(21) Another problem which baffled the E.C.E. Trade Com- 
mittee last year was the problem of payments. East-West 
European trade is at present handled and financed through a 
series of strictly bilateral agreements. Some experts favour steps 
to make these agreements multilateral. Some steps towards the 
implementation of such a scheme were already taken by the United 
Kingdom unilaterally in 1947 and 1948, when a number of Eastern 
European states (the Soviet Union, Poland, Czechoslovakia and Fin- 
land) were included, together with some Western European states 
(Italy, Holland, Sweden and Norway), in the transferable account 
group, within which there is automatic transferability of sterling. 
On the other hand, the United Kingdom cannot lightly agree 
to a substantial extension of this scheme, which could undermine 
the British currency control. It is even doubtful whether the 
Soviet Union would support a move to make sterling, in practice, 
the basis of finance for East-West European trade, while, on the 
other hand, an extension of the European Payments Union, now in 
formation, to the East would have to have the full backing of the 
Americans, who finance this Agreement by “ conditional grants.” 

(22) These are some of the problems which have be-devilled 
East-West European trade in the past, and which will have to be 
solved if this trade is to reach, in 1952, the level foreseen in the 
1948 O.E.E.C. plans: $2,000-2,300 million in each direction, 
constituting 17-19% of Western European trade, or—in other 
words—about 2} times the level of 1948. As can be seen from 
Table IT, in 1948 the trade in each direction was about $900-1,250 
million or about 9% of the total Western European trade, and 
no progress has been made in 1949. 


V. Prospects 

(23) As far as the United Kingdom is concerned, neither 
Yugoslavia nor Finland can be treated in the same way as the 
Soviet Union and her “ satellites”’; and as a result, relatively 


more progress had been made with these two countries than with 
any of the others. The five years’ trade agreement with Yugo- 
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slavia, concluded last December, might bring to the United Kingdom 
valuable quantities of timber, non-ferrous metals and possibly some 
maize, whilst the renewed Anglo-Finnish trade arrangements for 
1950 relate almost entirely to timber and timber products. For 
any substantial increase in food supplies trade with the Soviet 
Union, Poland, Rumania and Hungary must remain of cardinal 
importance. These countries might contribute to an increase 
in the supply of bacon, eggs and butter, both by direct deliveries of 
these products and by the supply of coarse grains for the United 
Kingdom’s own livestock development. Through deliveries of 
bread grains and coarse grains they might reduce the United 
Kingdom’s dependence upon Canadian wheat and Argentine meat. 

(24) The need for United Kingdom exports will be governed 
by the development plans now being brought into effect in many 
Eastern countries, the demand being for ‘‘ development” and 
not for ‘ consumption ’”’ goods. Thus the new Polish six-year 
Plan (1950-55) contains as one of its primary tasks the rationalisa- 
tion of agriculture through collective production and mechanisa- 
tion. The improvement of the engineering and steel industries 
and the rehabilitation of the heavy engineering industry and, 
to a lesser extent, of textiles and sugar production are also 
emphasised. Import demand will be, therefore, for raw materials 
such as wool, cotton, rubber, copper, aluminium, etc.; also for 
machine tools, electrical and technical equipment, motor vehicles, 
and materials for railways, hospitals and factories. 

With similar developments in other Eastern European coun- 
tries there is a need for woollens, tractors, milking and wood- 
cutting machinery, and particularly for precision instruments and 
equipment for factories. 

(25) Among the exports which Eastern Europe is likely to have 
available in the future are more cereals, both bread and coarse 
grains. Under existing plans Eastern European countries (ex- 
cluding the U.S.S.R.) plan for a 2} million tons exportable surplus 
of grain this year, while the E.C.E. estimates that an increase in the 
productivity of Eastern European agriculture, even if to the level 
of Eastern Germany before the war, would be enough, if all were 
allocated to export, to meet the whole of Western Europe’s import 
needs of bread grains (12 million tons) and just over half the needs 
of coarse grains (6 million tons). The ability of the Soviet Union 
to supply Western Europe with all the grain wanted can hardly 
be doubted, since the present grain output in that country is of the 
order of 120 million tons. But gradually some shift in Eastern 


European agricultural production from grains to fruits, om 
No. 241.—voL, Lxi. 
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and, above all, to livestock products is likely tooccur. It is, never- 
theless, possible that in return for Western Europe’s assistance in 
Eastern European industrial developments, grain exports would 
be maintained in the medium as well as the short term. It is 
likely, however, to be several years before really significant 
amounts of butter, bacon and eggs will be available for export. 
Until that time, the region will remain principally a grain exporter. 
Looking farther ahead, the question arises whether or not food will 
be forthcoming from Eastern Europe in the long-term period. 
Here the gravest doubts must prevail, as far as the “ Satellites ” 
are concerned. The process of industrialisation itself is, of course, 
by no means an impairment of the ability to produce food; and 
the withdrawal of labour from the land has, up to now, been 
more than offset in all industrialising countries by the simul- 
taneous increase in agricultural productivity. On the other hand, 
the rising standard of living of an increasing population with 
reduced facilities of emigration might reduce not food production, 
but food exports, though not in the short or medium run, but 
in the long run. The alternatives before Western Europe, in 
considering the advisability of full reliance on the East for food 
supplies, are that without its help the long-term period will not 
start before, say, 1970; with help the West is likely to get 
horticultural and livestock products more speedily (although the 
help is to a certain extent a condition for getting grains now) 
but the long-term period with its new problems will start pro- 
portionately sooner, possibly even by 1960. 

There is little doubt that countries which to-day have a 
population density of 180 (Rumania) to 420 (Eastern Germany) 
per square mile, compared with 140 (Spain) to 560 (Great Britain) 
in Western Europe or to 180 per square mile in the Ukraine, 
will not go on for ever increasing their population, their standard 
of living and their food export. On the other hand, there is no 
reason to assume that in the long-term period (after 1960-70) 
the volume of food exports will necessarily fall. With increasing 
productivity and better organisation it might remain stable. 
This goes, however, only for the “‘ Satellites.” As far as the Soviet 
Union is concerned, there is, for all practical purposes of Western 
Europe, neither a limit nor an end to either the volume or the 
variety of food supplies, provided the political (and possibly later, 
the financial) difficulties can be overcome. 

D. B. HALPERN 


London. 
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TABLE VI 


Imports into the United Kingdom from Eastern Europe, Annual 
Average 1934-38, by Countries 





[MARCH 











. ‘ Proportion of 
Country. Allimports, | Food and drink, tool and drink, 
£000. £000. %. 
Soviet Union . 21,323 5,959 27-9 
Poland 8,989 4,243 47-2 
Rumania 4,248 1,957 46-1 
Lithuania 2,709 1,897 70-0 
Hungary 2,092 1,223 58-5 
Latvia . 3,796 1,138 30-0 
Finland 17,997 1,064 5-9 
Estonia 2,055 849 41-3 
Yugoslavia 1,780 684 38-4 
Bulgaria 583 509 87-3 
Czechoslovakia 5,617 316 5-6 
Total 71,189 19,839 27-9 














Source: Annual Statement of Trade of the United Kingdom. 


TaBLeE VII 


Imports of Food and Drink into the United Kingdom from Eastern 
Europe, Annual Average 1934-38, by Commodities 














— From Eastern Europe. pry ona 
Commodity. sources, froen Bestern 
tons 000. | tons 000. £000. Europe, %. 
Butter ‘ 479-8 60-3 4,774 12-6 
Bacon and ham . 383-2 41-9 3,304 10-9 
Wheat. §,031-1 477-2 3,232 9-5 
Eggs in shell 159-4 30-3 1,427 19-0 
Canned fish 76-5 17-3 1,370 22-6 
Barley. 889-2 231-5 1,112 26-0 
Dead poultry 22-4 12-2 883 4-5 
Maize " 3,233-5 124-9 655 3-9 
Animal fats 141-1 5:5 281 3-9 
Canned meat 67-4 2-5 269 3-7 
Starches 226-6 15-2 141 6-7 
Refined sugar 43-0 14-4 lll 33-5 
Unrefined sugar , 2,124-9 20-1 109 0-9 
Other food and drink . -= oo 2,171 — 
Total — = 19,839 — 

















Source: Annual Statement of Trade of the United Kingdom. 























BUROPEAN BAST-WEST TRADE 


TaBLE VIII 


The Share of Eastern Europe in Britain’s Food Supply Pre-war 
(1934-38) and now (1948-49) 

















1934-38. 1948-49. 
Other important supplies in 
Commodity. | Percentage Total Total Percentage 1948-49 (percentage of total 
from iment i from imports in brackets). 
Eastern — importa, Eastern 
Burope. | tons 000. | tons000. | snrope. 
Butter . ' 12-6 479-8 307-0 —_ New Zealand (49), Australia (24) 
Bacon and ham 10-9 383-2 84-9 18-3 Denmark (42), Oanada (36) 
Wheat . ° 9-5 5,031-1 4,741-4 —- Canada (74) 
Eggsinshell . 19-0 159-4 120-8 46 Denmark (41), Eire (19) 
Qanned fish . 22-6 76-5 19-1 23-6 Norway (28) 
Barley . 26-0 889-2 546-0 43-0 Argentina (24) 
Dead poultry 54:5 22-4 29-5 30-2 Eire (36) 
Maize ° 3-9 3,233°5 1,387-0 14-9 Argentina (78) 
Animal fats 3-9 141-1 86-5 — Argentina (40), New Zealand (29) 
Oanned meat 3-7 67-4 78-7 1-9 Argentina (33), Australia (29) 
hes . 6-7 226-6 83-7 14:7 Netherlands (79) 
Refined sugar . 33-5 43-0 aaa ae = 
Unrefined sugar 0-9 2,124-9 1,950-9 — Cuba (24), British West Indies (21) 
Australia (17) 














Sources: M.O.F.: U.K. Arrivals List 1948-49; Annual Statement of Trade of the United Kingdom. 


Note: Bastern Europe includes the following countries (in order of importance in food imports): 
Soviet Union, Poland, Roumania, Lithuania, Hungary, Latvia, Finland, Estonia, Yugoslavia, Bulgaria, 


lovakia. 
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REVIEWS 


Lecture Notes on T'ypes of Economic Theory: as delivered by 
Professor Wesley C. Mitchell. 2 vols. (New York: Turtle 
Bay Bookshop, 1949. Pp. 261 and 300. Limited supply at 
$2-75 per volume). 

OvER a number of years Professor Wesley Mitchell delivered a 
course of lectures at Columbia University which surveyed the 
history of economic thought and was entitled “‘ Types of Economic 
Theory.” In 1934-35 these lectures were stenographically 
transcribed, and have now been edited and published by Messrs. 
J.M. Gould and A. M. Kelley. Professor Mitchell never saw these 
notes, and disclaimed all responsibility for their accuracy. The 
reader may therefore feel that he is meeting Professor Mitchell’s 
mind at one, or even two, removes; first, in that he is reading 
what was designed to be listened to, and secondly, in that what he 
is reading was not seen or revised by Mitchell. Criticism in detail 
may therefore seem to have a somewhat doubtful significance. 

This is not to imply that there are any grounds for doubting 
the excellence of the transcription and editing, for which, rather, 
there is every reason to be profoundly grateful. Here and there 
passages occur of doubtful clarity and continuity, more especially 
in Volume II, where, as the course goes on, increasing space is 
devoted to the questions and discussions from student listeners, 
which Mitchell directly called for. The audience at Columbia 
must have been a very large one, but the tenor of the exchanges 
between professor and students seems to have been beautifully 
direct and informal. Years later, even if one never saw or heard 
Professor Mitchell, one can feel the weight of the impression 
made on his audience by his breadth of view and of learning, his 
seriousness and good humour, and his profound tolerance, patience 
and honesty, all monumentally clear in the pages of these notes. 

In an obituary article (Economic JOURNAL, 1949, p. 455) 
Professor Dorfman tells us that Mitchell had given this course on 
“Types of Economic Theory ” since he succeeded J. B. Clark at 
Columbia in 1913, and 

“had long planned that a book on that subject should 
follow ‘ Business Cycles’. . . . The book would attempt to 
characterise and criticise current economic theories; .. . 
but as he progressed with his work he became increasingly 
impressed with the need for an exhaustive study of the school 
from which the dominant stream of economic thought 
traced its origin.” 








124 THE ECONOMIC JOURNAL [MARCH 









By 1934 ‘Types of Economic Theory” had come to be 
describable as a historical survey of economic thought from Adam 
Smith to the present day. As any readable or listenable history 
of economic thought must be, the survey is severely selective, 
grouped around the main great figures (especially in Volume 1), 
and based on a firm methodological point of view, which is apparent, 
but not obtrusive or obstructive, on many pages. Mitchell’s 
institutionalist point of view at one time caused considerable 
vexation in some quarters. But these lectures give no grounds for 
the revival of ‘“‘ old unhappy far off things and battles long ago.” 
Mitchell’s institutionalist principles provide a firm perspective 
for his lecture course, but even for those who disagree with them, 
they do not, or at any rate ought and need not, get in the way of 
his historical survey. 

Mitchell’s starting point for his course is summarised in the 
following passages from his first lecture in 1934 : 














































“The economic theorists who have counted most in the 
development of thought have been men who have been very 
deeply concerned with problems that troubled their genera- 
tions. Their theories have been attempts to deal scientific- 
ally with these problems, to point out promising means of 
practical action. [p. 1] ... What has been true of the 
development of economics in the past is likely I think (and 
here of course I have to speak with far less assurance) to 
prove true of the development of economics in the future 
[p. 5]. . . . The chief task of this course is not to acquaint 
you with the history of economic theory in the last one 
hundred and fifty years. It is primarily to acquaint you 
with the way in which economics has developed as part of 
humanity’s struggle to deal with the problems that evolving 
social life has brought upon us.” [P. 7]. 


As contrasted with his own approach Mitchell later discusses 
the alternative approach which he ascribed to most histories of 
economic thought. Itis a measure of Professor Mitchell’s tolerance 
and breadth of view that this is perhaps the most, or even the only, 
faintly “‘ exclusivist ” or intolerant passage in these lectures, where 
what is most valuable and entirely justifiable as an organising 
principle for the purposes of this course, shows some slight sign of 
deteriorating into one of those dogmatic over-simplifications which 
Mitchell, as much as anyone, was able to keep himself above : 


“‘ English political economy from the time of Adam Smith 
up to the present has had its course of development shaped 
in very large measure by the current issues of the day. We 
are likely to think of a science as coming down as a birthright 
and growing by logical development. We might very well 
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have our minds fixed on a subject like mathematics. If some 
discoverer starts a new idea, that certain idea has certain 
implications which might be accepted by following writers, 
and each will get his chief inspiration from the account of the 
writer before him. It is a process of intellectual development, 

, ““ Now that is not a really true picture of mathematics, 
and it is probably even less true of a science like physics or 
chemistry. In Economics I think it is quite a mistake to 
believe that this birthright intellectual development has 
occurred. The passing on of ideas from one to another and 
the development of these ideas by successive generations as 
an intellectual stunt has been in economics a secondary 
rather than a primary factor. The thing which has most of 
all stimulated the minds of successive generations of econo- 
mists has been to endeavour to contribute to the under- 
standing of the problems with which their generation as a 
whole was concerned. It is quite probable, especially since 
economics had become an academic subject, that we have 
had our academic writers whose attitude seems to be primarily 
that of improving the theories which their predecessors have 
put forward, endeavouring to free those theories from 
inconsistencies and carry them to a somewhat higher stage of 
development. This viewpoint you find given most emphasis 
in the histories of economic doctrines. . . . 

“That I think is a rather false picture. The most 
important factor has been that the generation of Ricardo 
faced problems of a different sort from that of Adam Smith ; 
and it was because he reflected on a different set of circum- 
stances that Ricardo changed the perspective of economic 
theory. Thus, it is because successive generations have faced 
different problems than Ricardo did that they have worked 
out new ideas, new sides of the subject and given opinions 
which differ from those of the classical group.” [P. 45.] 


This seems to-day at least one degree truer than it was even 
in 1934. Nevertheless, it is permissible to insist against it that 
there are considerable passages in the history of economic thought 
where “ logical development,” and “ the passing on of ideas from 
one to another,” is an important and even the main part of the 
story, though never, of course, the whole story. This particularly 
seems to be the case after 1870 with the rise of economics as an 
academic specialism, and Professor Mitchell noticeably does not 
succeed in carrying out his institutionalist programme in Volume 
II, which deals with this period, to anything like the extent he 
does in Volume I covering Adam Smith to John Stuart Mill. 

But while it may be insisted that the “ internal” logical 
developments of the subject must not be neglected in a full and 
balanced history, the supreme value and interest of Professor 
Mitchell’s approach must be recognised, particularly when carried 
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through with Mitchell’s tolerance and breadth of learning. One 
variety of the “‘ external ” approach to the history of the subject, 
purporting to explain economic thought as the product of the 
problems of its times (from “ outside ” the subject itself) is all too 
familiar in the more dogmatic forms of infantile Marxism and 
historical relativism, emphasising well beyond the point of 
distortion a single one of many “external” influences. An 
“external” approach must include as an important part of 
it the Marxist approach. But it must take account of both sides 
of the ancestry of political economy and its offspring academic 
economics : that is, both the development from the topical, often 
pamphleteering, engagé literature on current economic problems, 
and the influence of the ideas of the great English philosophers 
(who were also among the main architects of political economy) 
about the nature of human activities and of our knowledge of 
them, of which economic activities and economic knowledge are, 
respectively, inseparable parts. This is what Mitchell does in his 
Volume I, providing a wonderful fusion of the history of economic 
thought with economic and political history, and with the history 
of political and moral philosophy, the story and development of 
each successfully illuminating the story and development of all 
the others. 

It has sometimes been complained of degree courses in the 
social sciences (or in branches of them), that the separate depart- 
mental sections do not adequately fuse into a whole in which the 
parts mutually mean much for one another, and it is rightly held 
that without this synthesis and mutual illumination the separate 
parts may lose very seriously in value and significance. It is 
obviously very difficult, or impossible, in text-books of economic 
analysis (and possibly in those on political thought), to do anything 
to help towards this generally recognised need. But in the history 
of economic thought, particularly before it became an academic 
specialism, there ought perhaps to be a considerable educational 
opportunity. In fact, Volume I of Professor Mitchell’s Lectures 
shows that in the hands of one with Mitchell’s intellectual range 
and equipment there is such an opportunity. 

Volume I deals with five central figures—Smith, Bentham, 
Ricardo, Malthus and J. S. Mill. But the titles of some of the 
lectures show how widely the course ranges: ‘‘ English Develop- 
ments in the 18th Century and the Phenomenon of Individual 
Initiative’; ‘‘The Development of Government by Public 
Discussion’; ‘ Individual Initiative in Local Government and 
Changes in Economic Conditions”; ‘‘ Mercantilism versus 
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Individual Initiative in the 15th Century”; “ Adam Smith’s 
Influence on British Politics”; ‘‘ The Effect of the French 
Revolution upon British Politics and Economic Conditions ” ; 
‘“ Bentham’s Felicific Calculus and Concept of Human Nature ”’ ; 
“His Influence Upon the Development of Economic Theory ” ; 
“The Bullion Controversy”; ‘‘ Reasons for the Popularity of 
Ricardo’s Analysis”’; ‘‘ The Philosophical Radicals”; ‘ Their 
Activities and Political Position’; “‘ Political Events and How 
They Aided in Bringing About the Reforms which the Philo- 
sophical Radicals Advocated’’; ‘‘ The Passage of the Great 
Reform Bill of 1832”; ‘“‘ Similarities and Contrasts between the 
Processes of Social Reform, and Reform in Methods of Production 
in England”; “ Politics, Social Reform, and Political Economy 
in the Period from 1832 to 1848.” 

Of course, the specialist in any one of these complex subjects 
will feel that to avoid over-simplification and distortion they re- 
quire at least a volume, or a course of lectures, per piece, rather 
than a single lecture. But there are also serious, and even very 
dangerous, diseconomies in such specialism as this implies when 
pursued in isolation, and, in any case, it is doubtful whether the 
inevitable degree of over-simplification is as considerable or 
dangerous as that, in its different way, inevitable in any text- 
book of economic analysis. 

The choice of Bentham for detailed attention, usually given 
little or no space in histories of economic thought, follows obviously 
from Professor Mitchell’s approach. From his suspicious scrutiny 
of the postulates of classical economic theory, Mitchell had come 
to the conclusion that Bentham was the great source of the 
deficiency he believed them to contain. Lord Keynes (of course 
quite independently), in his most fundamental onslaughts on 
“classical ’’ thought in 1937-38, came also to see Bentham as the 
great source of the “classical” taint. (See his article in the 
Quarterly Journal of Economics, February 1937, the opening 
paragraph of his article in the Eugenics Review, April 1937, and, 
a decade previously, some significant passages in his obituary of 
Edgeworth, Essays in Biography, pp. 281-2.) 

Mitchell saw that the limitations he suspected were not 
removable, as was often held by neo-classical ‘‘ spokesmen,” by 
simply excluding Benthamite hedonism from the postulates of 
economic theory or by emasculating or even dropping entirely 
such concepts as “social utility” or “utility” itself. This 
removal was quite easily achieved without damage to the im- 
pressiveness of what Keynes called the superstructure of “ classi- 
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cal”’ theory. Mitchell and Keynes saw that the deficiency went 
deeper. 

Bentham was the main founder and propagator of the notion 
that something of profound and far-reaching explanatory sig- 
nificance, normative or positive, is being said about human 
activities, or some section or aspect of them, when they are des- 
cribed as “‘ maximising” activities. He is the great originator 
of individualist, ‘‘ micro-economic,” or ‘“ micro-political,”’ 
“‘ maximising ”’ analysis. Obviously, however elaborate, impres- 
sive or refined they may be, maximising formulz must depend for 
their significance, except as analytical tours de force, on the 
significance and content of the “‘maximand.” As Mitchell and 
Keynes saw, the problem of the content of the maximand has 
never been very satisfactorily solved, and social science would be 


ominously simple if it could be. “ Pleasure,” ‘ happiness,” 
“ satisfaction,’ “utility,” ‘‘Nutzen,” “ophelimity,” “ signi- 
ficance,”’ ‘‘ social utility,” “‘ welfare,” ‘‘ real income,”’ “‘ national 


income ” and “ profits ’’ have at various stages filled the essential 
role of the maximand in one or other branch of maximising 
analysis. Some are palpably misleading and false, others palpably 
empty or insignificant. All are almost inevitably unsatisfactorily 
defined. Even “ profits” as the maximand for the entrepreneur, 
which seems to provide something more solid and objective on 
which to build, is now under heavy fire as a starting point for the 
theory of the firm. Anyhow, in an uncertain world, even if there 
was something reasonably clearly definable which most people’s 
activity was aimed at maximising, they simply do not know, in 
most of the situations in which we are interested, how to maximise. 
Therefore what has to be studied are what are described as their 
expectations, or the multiform ways in which they happen to come 
to think, hope, guess or have a hunch as to how they can maximise. 
As Keynes put it : 

“T accuse the classical economic theory of being itself 
one of these pretty, polite techniques which tries to deal 
with the present by abstracting from the fact that we know 
very little of the future. . . . The orthodox theory assumes 
that we have a knowledge of the future of a kind quite differ- 
ent from that which we actually possess. This false realisa- 
tion follows the lines of the Benthamite calculus.” 

Mitchell in 1934 concentrated his attack rather too much on 
the pleasure and pain units of the Benthamite calculus, and not 
so much as Keynes did later on the limitations and liability to 
emptiness of any such calculus, in whatever units it is formulated, 
as an explanation of human activities in a world of which the 
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essential problematic feature is incalculable uncertainty. But his 
criticism amounts to very much the same as Keynes’s : 

“From Bentham’s own point of view there are only two 
ways in which to give a really scientific account of human 
behaviour. Of course you have to deal with the forces of 
pleasure and pain that are going to rule conduct, but if you 
are any observer you will note that since men are not good 
calculating machines you cannot expect that what you as an 
enlightened theorist presumably calculate concerning the 
promise of pleasure or pain to be held up by a certain act will 
be seen by all the other people. . . . So you are forced to 
study the defects of the understanding of classes of men and 
allow for them in your theory. That is something that you 
will find the classical economists doing; that is practically 
what Malthus was doing when he said that the working classes, 
owing to their defective foresight, brought the most grievous 
of pains upon themselves by marrying too early and having 
too large families. . . . And then men think they understand 
business cycles by saying that in periods of prosperity people 
get too excited ; they allow their feelings to bias their business 
calculations. . . . So at large, you can explain how people 
are going to act by making allowances for widely prevalent 
failures of the understanding. But of course that sort of 
operation is not any too certain; and there is only one other 
way you can do the thing, that is actually observe what 
people do... .” ([P. 104.] 

Professor Mitchell’s tolerance and understanding are shown 
at their greatest in his lectures on Ricardo, of whom he gives a 
more deeply sympathetic and detailed interpretation and defence 
than have several of Ricardo’s more orthodox descendants. 
Mitchell’s lectures also inculcate a much more appreciative 
approach to J. S. Mill’s Principles than that work has often 
received from later economists. The rapidity with which it was 
written, some notoriously unfortunate claims to finality (for 
example, on value), and its long use, and possibly dogmatic 
misuse, as a standard text-book, seem often to have provoked a 
distrust that has deprived it of the fresh sympathetic reading it 
deserves as the last (except for Sidgwick’s) of the great Principles 
by a philosopher and political thinker. 

Professor Mitchell’s second volume opens with long sections 
on Jevons and Marshall, but Mitchell does not deploy, and in a 
sense could not have deployed, the same methods of interpretation 
as he does for the subjects of his first volume. The reason surely 
is, in the main, that the logical development of ideas becomes of 
much greater significance relatively to the historical and institu- 
tional background. One has only to look at the titles of Mitchell’s 
lectures in Volume II to see the inevitable narrowing of the 
No. 241.—VoL. LXI. K 




















130 THE ECONOMIC JOURNAL [MARCH 


range. They are far more often simply the names of the econo- 
mists or the titles of the works which Mitchell has selected for 
discussion. Of the two figures in this period who did range more 
widely than their colleagues, Pareto and Wieser, Pareto is hardly 
mentioned, while Mitchell confines himself to dissecting at perhaps 
rather undue length Wieser’s problematic conception of a psycho- 
logical economic theory that has no reference to psychology, and 
does not discuss his Gesetz der Macht, or the sociological frame- 
work of his ‘“‘ Social Economics.” 

There is in Volume II a great deal that is instructive about 
American economics of the period not very well known in this 
country, and, of course, authoritative and most interesting 
accounts of Veblen and Commons. Volume II is an indispensable 
(and possibly the best) work on its period, but hardly comparable 
and hardly as challenging in its approach as Volume I. 

In the days of Cannan, Bonar, Foxwell and Higgs the history 
of economic thought seems to have absorbed, in this country, a 
much larger percentage of a much smaller total supply of economic 
lecturing and literary effort. Nous avons changé tout cela. Not, 
of course, that it is possible, especially in the stress of fundamental 
controversies, to cut oneself off cleanly from the past history of 
the subject. If the history is not there (or being systematically 
cultivated) it is apt to be invented ad hoc; and the conception of 
conflicting “all-in” revelations, ancient or modern, tends to 
replace the conception of complex historical development. 

No two Anglo-Saxon economists might seem farther apart in 
interest, methods and background than Edgeworth and Mitchell, 
but to catch what seems to be Mitchell’s ultimate intent and ideal 
in these lectures it seems that one would do best to go back to a 
passage from Edgeworth’s inaugural lecture in 1891 : 

“We hold that for the mastery of a speculative and 
controversial science a certain multiplication of authorities 
is desirable. The false tendency of teachers to inculcate, 
and pupils to learn by rote, the very phrases and metaphors 
of a favourite author can only be corrected by dividing 
the allegiance of those who, like the Roman of old, ‘ rush to 
slavery.’ Hence the history of theory is particularly instruc- 
tive in political economy as in philosophy. History and 
literature, dialectics, and all that the Greeks comprehensively 
called ‘ words,’ seem the best correction of the narrow pre- 
judices and deceptive associations which are sure to be 
contracted by those who have been confined to a single school 
or system.” 

T. W. Hutcmtson 
London School of Economics. 
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Income, Saving, and the Theory of Consumer Behaviour. By 
James §S. DuESENBERRY. (Cambridge, Mass.; Harvard 
University Press (London: Geoffrey Cumberlege), 1950. 
Pp. 128. 16s.) 


THE static theory of consumer’s behaviour, whether in the 
form given it by Dr. Hicks or by Mr. Little, assumes that the 
individual, no matter what quantities of what goods he is asked 
to conceive of, is never at a loss to know how any particular com- 
bination would affect him, and thus, given any set of prices and 
level of his own income, is always able to make his choice and feel 
certain he will not regret it; and it further assumes that this 
choice is always made in entire disregard and independence of 
the actions of others, except in so far as their actions have affected 
prices. How seriously is realism flouted by these postulates of 
Olympian knowledge and aloofness ? 

Two important contributions have recently drawn attention 
to the matter. Professor Georgescu-Roegen contends, in an 
article entitled: ‘‘ The Theory of Choice and the Constancy of 
Economic Laws,” published in the Quarterly Journal of Economics 
of February 1950, that a person’s tastes are changed and enlarged 
by his experience, that their character at any instant will therefore 
have been shaped and determined by the particular path that his 
experience has followed, and that that path itself will have been 
partly determined by the sets of relative prices that have con- 
fronted him at successive instants and by the levels of income he has 
enjoyed. But if present tastes are partly determined by past 
prices, we must abandon a purely static explanation which assumes 
that a person’s tastes are fixed data and that his reaction to a 
given price-income situation will be always the same. This 
argument accords closely with part of Professor Duesenberry’s, 
who says : 


“ ,. . two fundamental assumptions of aggregate demand 
theory are invalid. These assumptions are (1) that every 
individual’s consumption behaviour is independent of that of 
every other individual, and (2) that consumption relations 
are reversible in time.” 


In rejecting the second assumption he means, I think, that 
prices and incomes, which we have hitherto regarded as the sole 
external data governing people’s behaviour as consumers, are not 
constant in their influence, so that if a given set of prices and 
incomes were to re-appear in history after a lapse of time, a 
knowledge of how people spent those incomes on the previous 
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occasion would not tell us how they will spend them on the new 
occasion. This can be otherwise expressed by saying that the 
list of external factors which determine the behaviour of consumers 
is not complete if it contains only prices and incomes. Now there 
must surely be some way of making this list complete, by mention- 
ing other and different kinds of influence, so that if all relevant 
factors were the same on two different occasions the result would 
indeed be the same. The omitted factors, Professor Duesenberry 
tells us, are, first, the inter-dependence of the preferences and 
choices of different individuals, the fact that my decisions what 
to buy to-day are influenced by what I see that you bought 
yesterday, a matter partly of eye-opening to hitherto unrecognised 
possibilities, partly of social emulation; and second, the habits, 
commitments and nostalgic desires established by experiences of 
relatively high consumption, which persist after income has gone 
down again, for example, in a depression. 

The proportion of its disposable income that a household or a 
group of households refrains from spending on immediate need 
and enjoyment and allows, instead, to flow into an accumulating 
stock, can be called a saving ratio. If we treat a set of incomes as 
the independent variable and the set of savings ratios associated 
with them as the dependent variable, shall we find the latter to 
be an increasing function of the former? This question can be 
attacked with two kinds of data. We can use a time-series 
showing the income and the savings ratio of some groups of house- 
holds in each of a series of years or other intervals; or we can use 
budget-study data, that is to say, the results of simultaneous 
inquiries of a number of households on what proportion of their 
income they are then saving. Now data of these two kinds for 
the United States have given what seem to be conflicting answers. 
Budget studies indicate that richer households save a larger 
proportion of their incomes, but time-series show that as the 
national disposable real income increased over the years, the 
proportion of it saved did not increase. Having examined such 
factors as the introduction of new products, urbanisation, changing 
age-distribution of the population, changing income-distribution 
and changes in the strength of motives for saving, such as an 
increased feeling of insecurity, Professor Duesenberry concluded 
that their effect could not account for the failure of time-series 
to show that a growth of income is accompanied by a growth cf 
the proportion of income saved. He resolves the dilemma by the 
hypothesis that the savings ratio of a household is an increasing 
function, not of the absolute level of its real income, but of its 














y 






1951] DUESENBERRY : CONSUMER BEHAVIOUR 133 





distance from the bottom of an array in which households are 
arranged in order of the size of their incomes from smallest to 
largest. If this is so it can be explained in two ways. First, 
people are discontented when they notice that, for some specific 
need or purpose, widely or narrowly defined, other people are 
using better means than themselves. The sight of a faster car, a 
more lavishly equipped kitchen, a larger garden than one’s own 
makes one envious, and this envy is the keener and more insistent, 
the more frequently the disparity in the quality of one’s own 
possessions and those of other households is presented. This 
frequency will evidently be greater, the larger the number of 
neighbours whose consumption-spending is larger than one’s own. 
Thus there is a temptation for those whose incomes are relatively 
small to spend a high proportion of them. Secondly, Professor 
Duesenberry refers to the social competitiveness of modern 
society and the fact taat self-esteem and contentment depend, for 
many modern people, on a feeling that they are successful in a 
worldly sense. To convince themselves and others of their success, 
they satisfy their basic needs, e.g., for food, shelter, travel, enter- 
tainment, in the most expensive way they can manage. 

Professor Duesenberry next seeks to explain the fact that, 
although “‘ secular ” growth of national income seems to leave the 
savings ratio unchanged, the cyclical swings of income during the 
last twenty years did affect it. Here he suggests, as a good 
approximation, that the savings ratio at any time will be a linear 
function of the relation of current disposable income to highest 
previously attained disposable income. The beauty of this formula 
is that it accounts at one blow for both the constancy of the savings 
ratio when secular changes are considered and its variability when 
cyclical changes are considered. For when disposable income is 
looked on as having steadily grown over several decades, its level 
at any time and the highest level it has attained up to that 
time are at all times equal, and any linear function of the ratio of 
these two will, since the ratio remains at unity, be constant. But 
if, during the cycle, disposable income falls, its ratio to past peak 
income will fall below unity and the savings ratio will 
correspondingly decrease. 

Professor Duesenberry’s ingenious and closely-argued thesis, 
supported by much statistical material used with the greatest 
subtlety and skill, is at first sight very attractive. It is when we 
ask ourselves what meaning can really be assigned to the notion 
of ‘‘ real income,” over such a period as that from 1869 to 1929 on 
which he relies for his evidence of the effect of secular growth, 
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that doubts arise. It is plain that in sixty years the actual 
households composing any nation or occupying any region or 
class, however defined, must have changed several times over. 
Since 1869, also, our whole environment, technical and social, has 
changed immeasurably. Does it make sense to treat the incomes 
of many entirely different groups of human beings, living in such 
sharply contrasted conditions, as one and the same independent 
variable? How can we possibly render the money incomes of 
these various groups comparable by any conceivable adjustment 
for price-changes? Even in more legitimate comparisons the 
fact that the savings ratio turns out to be an increasing function 
of relative disposable income does not, of course, imply that it is 
not also an increasing function of absolute disposable income. 

But even if, after several readings of Professor Duesenberry’s 
book, one feels that he has somewhat overstated his case, it is 
none the less an extremely interesting attempt to broaden the 
theoretical economist’s horizon. 

G. L. 8. SHACKLE 
Leeds University. 


The Economic Theory of a Socialist Economy. By Burnuam P. 
Beckwith. (Stanford, California: Stanford University 
Press (London: Geoffrey Cumberlege), 1949. Pp. 
viii + 444. 36s.) 


Mr. BeckwirH is no Faust : he will have no truck with Mises- 
Mephistopheles, der Geist, der stets verneint. Like Carlyle and 
Emerson, he says Yea to the Universe. He affirms the possibility 
of economic calculation in a socialist economy; he believes in 
man’s ability to reconstruct society on rational principles ; he even 
provides us with detailed blue-prints of the new social order, 
complete with reformed calendar, the metric system, Taylorised 
agriculture, rationalised department stores and a population 
policy based strictly on marginal principles. 

The author expressly confines himself to the theory of a static 
economy. This is a pity, because, in the reviewer’s opinion, the 
dynamics of a collectivist economy offer the most interesting and 
the most practically important problems in the theory of socialism. 
However, within his chosen field, Mr. Beckwith has produced a 
comprehensive and consistent scheme for the economic organisation 
of a socialist society. Many of his specific proposals are extremely 
interesting and show a nice appreciation of the subtler points of 
economic theory. 

The author bases his socialist economy upon the principle of 
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maximising individual satisfaction. He believes firmly in the 
measurability of utility and in the validity of inter-personal 
comparisons of utility. He coins the words “ utilitum”’ and 
‘‘disutilitum ”’ to denote the quantity of satisfaction enjoyed or dis- 
satisfaction suffered by an individual. His scheme of determining 
prices (including wages, interest and rent) and of allocating re- 
sources is designed to maximise individual net utilitum on orthodox 
Marshallian—Pigovian lines. It may be objected that he adheres 
too pedantically to these principles. Tor instance, he objects to a 
progressive income tax, or to a distribution of socially appro- 
priated rent-interest-profit to individuals proportionally to their 
earned income, on the grounds that such measures would distort 
the price-structure and thus disturb the ideal allocation of re- 
sources, including the balance between leisure and the product of 
work. Granted that the price system of a socialist economy 
should reflect individual utility-judgments fairly accurately, is 
there any need for meticulous exactitude in the adjustment of 
margins? Surely one of the important parts of the socialist 
case is that individuals do not always intend the consequences of 
their individual acts of choice (especially in the case of the work- 
leisure and the present-—future alternatives). Hence the result of 
extreme precision in registering individual preferences and working 
out their implications through the price mechanism may well be to 
present consumers with a state of affairs that they do not “ really ” 
desire. Those considerations, in the reviewer’s opinion, may 
justify a certain amount of ‘“ cooking ” the results of the price 
calculus by a planning authority (provided that the latter’s judg- 
ments are, in a broad sense, representative of those of the com- 
munity). They certainly suggest that it is not worth striving 
after ideal accuracy in the working of the price mechanism. 
Moreover, Mr. Beckwith seems to think that satisfaction can 
arise only out of consumption, never out of or in the course of 
work. He treats as non-existent the pleasures derived from the 
exercise of skill and judgment or from the social contacts of a 
work-place. Hence his passion for the “ scientific management ”’ 
of fifty years ago. 

As regards money, Mr. Beckwith rejects the idea of a money- 
less economy, advocating the use of money mainly for the sake of 
consumers’ freedom of choice. Money should have no intrinsic 
value. Gold reserves represent a waste of resources. There 
should be token money (notes and coins made of cheap metal) 
for retail use, and bank-deposit money (with 100% cash reserve) 
for all large transactions. There should be only one bank, with 
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numerous branches, in which all the accounts of socialist enter- 
prises should be centralised. All personal income should be 
paid through this state bank, which should have the function, 
inter alia, of scrutinising personal accounts in order to detect 
illegal income and expenditure. 

In order to keep stable the purchasing power of the monetary 
unit, the quantity of money in use should be adjusted by varying 
tax rates or by issuing new money directly to consumers. This 
method is supposed to cause less distortion of marginal valuation 
than open-market operations or the issue of new money for the 
financing of capital investment and free services. Mr. Beck- 
with’s proposals are based upon a form of the quantity theory of 
money, almost identical with Irving Fisher’s. 

An important part of Mr. Beckwith’s system is the complete 
separation of the two functions of price-determination and pro- 
duction-control. (As he pertinently observes, this is what 
happens in an individualistic economy under perfect competition.) 
One set of authorities shall fix prices on the principle of equating 
supply and demand (ignoring costs of production). Another set 
of authorities shall regulate production by varying output so 
as to equate marginal cost to price. For both processes, economic 
activity must be subdivided as much as possible, and every 
distinct branch of production treated as a separate unit. No 
attempt is to be made to recoup past losses by raising prices or to 
distribute past profits by lowering prices: such losses or profits 
are to be treated as advances from or repayments to the Bureau 
of Capital Supply (a central agency). As a result of the marginal- 
cost principle, negative rent will emerge in decreasing-cost indus- 
tries : these will accordingly be “ run at a loss ”’ from the point of 
view of orthodox accounting. 

Socialist economists usually incline either to direct quantita- 
tive planning, with a consequent high degree of centralisation of 
major decisions (for example, Mr. Dobb); or to planning through 
the price system, with a great deal of decentralisation and 
diversity (for example, Mr. Lerner and Professor Arthur Lewis). 
Mr. Beckwith, however, combines a belief in the price system 
with the advocacy of an extreme degree of centralisation. Both 
price-fixing and production-control are to be highly centralised. 
The price-fixing commission is to be a central body provided with 
statistics of sales, stocks and output: price should be uniform 
for the same commodity throughout the economy. Production 
is to be in the hands of a number of centralised monopolistic 
corporations, each one controlling the entire output of a given 
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commodity or group of commodities. No independent producer 
is to exist; no direct competition, even between socialised 
enterprises, is to be allowed. £ 

The rate of interest and the prices of natural resources are to 
be fixed, on the principle of equating supply and demand, by 
central organs. 

Like most socialist writers, the author favours the distribution 
of a considerable slice of the national income in the form of free 
goods. Besides the usual social services he would include many 
goods and services for which the demand is inelastic and the 
supply elastic. Examples are broadcasting, letter post, domestic 
water supply and local transportation. An interesting suggestion 
is that citizens should have the right to the free use of empty 
freight containers (rail, lorry or ship) for long-distance passenger 
transport—under socialism the hobo will come into his own again ! 
Unlike most socialist writers, the author recommends that the 
cost of free goods and services should be defrayed by a universal 
poll-tax—not a progressive tax, not even a proportional tax, but 
a tax of a fixed amount per head—on the grounds that all citizens 
consume approximately the same quantity of free goods and 
that therefore a progressive (or even a proportional) tax violates 
the principle of utility. 

Wages are the one exception to the rule of centralised and 
uniform price-determination. Every undertaking is to be free 
to offer whatever wages it finds necessary to equate the supply 
and the demand of labour for that undertaking. The worker 
should play no part in wage-determination except as an individual 
offerer of services—there is to be no collective bargaining. On 
the other hand, he should have the right to demand employment 
(subject to a test of technical competence) at the employer's 
wage in any job and at any establishment that he chooses. Wage 
payments should correspond closely to the worker’s product. 
Thus Mr. Beckwith favours payment by results, progressive piece- 
rates, collective bonuses, etc. Instead of a guaranteed time- 
minimum he would pay no wages at all until the worker had 
achieved a certain minimum output, viz., that output whose value 
covered all the fixed costs plus its own variable costs. Thereafter 
the piece-rate should equal the whole of the marginal net product. 

Although trade unions are not banned from Mr. Beckwith’s 
Oceana, they must confine themselves strictly to welfare functions. 
Obviously there is no room for collective bargaining in this highly 
individualistic scheme. (There is a footnote on p. 313 referring 
to the evils of union influence upon wage determination.) 
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The distribution of money income is to be based on the 
imputed value of each citizen’s productive contribution. Wages 
and salaries are to be equal to the worker’s net marginal product. 
Economic equality is to be sought not by arbitrary interference with 
imputed values, but by promoting the mobility of labour and by 
creating equality of opportunity. The state must break down 
occupational monopolies, give free training, etc. (Illogically, Mr. 
Beckwith proposes a ceiling to personal earnings.) 

Saving is to be done compulsorily for the individual by the 
state: everyone will have a certain percentage (determined by 
democratic vote by and for the whole community) of his income 
deducted regularly and credited to his personal account. He 
would be paid interest (at a rate equal to the marginal productivity 
of waiting) on these savings. By retiring age this investment 
income would amount to a useful pension. (The principal would 
be untouchable, and would fall into a common pool at the citizen’s 
death.) 

Net positive rent (if any) and interest on capital not assignable 
to any individual (such as the accumulated savings of past 
generations) should be divided equally per head among the people 
(compare the proposed poll-tax). 

The supply of labour is to be subject to the same laws of 
marginal value as other goods, or, as Mr. Beckwith says, “ the 
production of children like the production of anything else, ought 
to be extended to, but not beyond, the point at which the marginal 
utilitum and disutilitum of production are equal.”’ If the addition 
of another worker to the community raises the average income per 
head, a bonus is to be paid to the parents of a child: if the 
addition of another worker lowers the average income, a fine is to 
be exacted. As the author grimly remarks, “ no opportunity to 
evade this fine . . . will exist in a Socialist state, since the 
government will always be able to deduct it from future wages.” 

This raises a point of some importance. Throughout the book 
Mr. Beckwith adopts a “ tough ” att'i:.de towards human nature. 
His proposals with respect to wage systems, labour discipline, 
Taylorism in agriculture (large-scale farms, worked entirely by 
wage-labour organised along functorial lines; “no clerical or 
planning work whatsoever should be left to the individual worker ’’), 
political organisation (a highly centralised democratic constitution, 
proportional representation, referendum and initiative, coupled 
with abolition of federalism and of local government), to mention 
only a few, involve a rigidity of outlook and a disregard for 
ordinary human feelings that are liable to prejudice the reader 
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against the book and against Socialism. 1t must be emphasised 
that here it is the author’s personal views that are in question, 
and not the inherent consequences of a socialistic organisation of 
the economy. 

Mr. Beckwith has produced a grim and antiseptic kind of 
Utopia, with no room in it for simple and spontaneous human 
activities; a society designed for isolated individuals whose sole 
object in life is to maximise utilitum measurable in pecuniary 
terms. It is, however, an achievement to show that, if this is what 
one wants to do, it can, in principle, be done. Technically, The 
Economic Theory of a Socialist Economy does what it sets out to do. 
It establishes the purely economic principles of a static socialist 
economy. How these principles should be adjusted to take into 
account other desiderata of a social and political order is another 
matter: but, within his own self-appointed limits, the author 
must be congratulated on a very considerable achievement. 

H. D. Dickinson 

University of Bristol. 


The Schumpeterian System. By RicHarp V. CLEMENCE and 
Francis 8. Doopy. - (Cambridge, Mass.: The Addison- 
Wesley Press, 1950. Pp. 117. $2.50.) 


Tue late Professor J. A. Schumpeter was one of the great 
modern economists whose work unfortunately was published (in 
English) at the height of the Keynesian Revolution. Instead of 
the detailed study and critical evaluation which it demanded, his 
penetrating vision of the capitalist process was quickly tagged 
with a short list of standard criticisms and filed away on the 
erudite-reference section of the business-cycle shelf. From this 
dusty oblivion Professors Clemence and Doody have set them- 
selves td rescue it, by a detailed analysis and refutation or dis- 
avowal of the “ standard criticisms ’’ which have been levelled 
against the Schumpeterian system. This task they discharge 
with thé competence demanded by the subject, not to mention 
a zest and sparkle in the writing worthy of Professor Schumpeter 
himself. 

The first service which the authors render to Professor 
Schumpeter, and to economists in general, consists of a concise 
and readable summary of the Schumpeterian system in its three 
successive approximations. These thirteen pages are a triumph 
of the distiller’s art, and should prove invaluable to teachers and 
students of business-cycle theory alike. They are, in fact, the 
most valuable part of the book, not because the criticisms of the 
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Schumpeterian system are ineffectively dealt with by the authors 
in the ensuing pages, but because so many of them are revealed 
by this admirable summary to be founded on misunderstanding and 
even ignorance of Professor Schumpeter’s works. 

The bulk of the book is devoted to the analysis of criticisms, 
which are grouped under six heads—the circular flow, the concept of 
innovation, the clustering of innovations, the impact of innovation, 
the three cycle schema and the long waves—according to the 
aspect of the theory to which they pertain. The criticisms dealt 
with under each head include logical, conceptual and empirical 
issues (the authors might have been better advised to divide their 
material on these lines) and vary considerably in significance. 
They seem, in fact, to have heen assembled with more diligence 
than discrimination, although this is partly accounted for by the 
well-known lack of complete correspondence between the impor- 
tant names and the important ideas in the literature of economic 
theory. 

Against this variety of criticisms the authors bring a variety 
of counter-arguments. Some of these are positive arguments, 
whose purpose it to refute particular criticisms; these rely on 
direct quotation from Professor Schumpeter’s writings, or on 
logical analysis supporting his propositions. Others are negative 
arguments, designed to show that certain criticisms do not apply 
to the Schumpeterian system when its scope and structure are 
clearly appreciated; these arguments rely on sharp distinctions 
between the logically necessary and the empirically convenient, 
adroit use of the differences in levels of abstraction between the 
three approximations of the theory, rigid delimitation of the 
historical period (prior to ‘‘ Trustified Capitalism ”’) to which the 
system in its full generality is intended to apply and a refusal to 
debate essentially theological questions of the nature of capitalism 
with the Marxists. With this assortment of argumentative 
methods, the authors put up a reasonably convincing case for 
their conclusion that “all the objections to the Schumpeterian 
system so far raised fail to damage the model to any discernible 
extent.” 

There, aside from a brief enumeration of the positive 
advantages of the Schumpeterian system and a reminder that 
capitalism is not yet dead in America, the authors are content to 
leave the matter. Despite their ingenuity, and the additional 
demonstration they provide of the depth of Professor Schumpeter’s 
insight, one finishes the book with a feeling of disappointment. 
Partly this is due to the impression that, as with Mr. Hicks’s 
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recent book on the trade cycle, the logical consistency of the 
system is achieved by hinging everything else on an unexplained 
and unexplored constant—there, the rate of growth of autonomous 
investment, here the psychology of entrepreneurship. Partly, 
however, it is attributable to the fact that the definition of a 
useful theory has changed, under the impact of mathematical and 
statistical techniques and the trend towards economic planning, 
from the intellectually-illuminating to the econometrically- 
manageable. This may, as Professors Clemence and Doody 
suggest at various points, be a limited or misguided criterion of 
usefulness : but it, rather than logical consistency, is the test which 
the Schumpeterian system must pass if it is to become an 
important starting-point for future research. 
Harry G. JOHNSON 
King’s College, 
Cambridge. 


Capitalism, Socialism, and Democracy. By JosEpH A. Scuum- 
PETER. Third Edition. (London: Allen & Unwin, 1950. 
Pp. xviii + 407. 16s.) 


THE main thesis of Schumpeter’s Capitalism, Socialism, and 
Democracy, the relatively painless (though regrettable) transmo- 
grification of Capitalism into some kind of Socialism, always 
seemed to fit the English scene better than any other. In the 
preface to the Third English Edition, 1949, he was able to claim 
that current experience in this country justified his diagnosis, 
and since then, also events run very much according to his expec- 
tations : 

‘“‘ A breathing spell for capitalism is not unlikely to occur, 
not only under a conservative but also under a labour 
government. But if it occur at all this will be much more 
because of the illogical association of socialist policies with 
post-war vicissitudes than because of aversion, whether 
logically defensible or not, from these socialist policies 
themselves.” 


By contrast, his comments on the United States, in the new 
chapter added in 1946, now seem sadly wide of the mark. His 
comments on post-war Russia are mainly rhetoric, and his failure 
to take notice of Asia and the colonial world leave his argument 
unbalanced. Nevertheless, anything that Schumpeter wrote is 
worth reading, and these additions to the book are as original, 
perverse and brilliant as the rest. 

One curious point appears in the new chapter, which explains 
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why Schumpeter never recognised that Keynes’s General Theory 
(and Kalecki’s elaboration of it) fits perfectly with his own theory 
of development and supplies a missing link in his own argument. 
The reason, it is now clear, was that Schumpeter took the central 
point of the General Theory to be that saving by an individual 
tends to reduce effective demand and to cause unemployment if he 
uses the proceeds to amass a hoard of money, but not if he uses it 
to buy securities. The trouble seems to lie in a verbal confusion 
between “investment” in the sense of buying securities and 
‘investment ”’ in the sense of causing an addition to be made 
to real capital by means of loan expenditure, and between “ sav- 
ings ’’ in the sense of the total of accumulated wealth and in the 
sense of additions to wealth being made from current income. 
In his view, saving (in the second sense) occurs only when there 
are investment opportunities (sense confused), and when invest- 
ment opportunities fall off (real sense), consumption increases 
correspondingly. To guard against the obvious objection that, 
if so, depression can never have occurred, he introduces the notion 
of ‘‘ depression hoarding ”’ as a special phenomenon of the thirties, 
the slump having been caused in the first place, he hints, mainly 
by ill-judged interference by governments in economic affairs. 

It is a pity that Schumpeter never wrote an essay on 
Schumpeter, in the style of the chapters on Marx in this book, 


distinguishing his “vision” from his “analysis.” There is 
no one now who could do it with anything like his wit and his 
penetration. 


JOAN ROBINSON 
Cambridge. 


The Social Costs of Private Enterprise. By K. Wrut1am Kapp. 
(Cambridge, Mass: Harvard University Press (London: 
Geoffrey Cumberlege), 1950. Pp. xii + 287. 30s.) 


In this unusual book, Mr. Kapp presents the thesis that 
economists are too much preoccupied with the task of understand- 
ing the equilibrium tendencies of the pricing mechanism, and too 
little concerned with the disequilibrating forces simultaneously at 
work. While admitting that modern value theory legitimately 
simplifies complex market processes, he nevertheless attacks it 
on the ground that it accepts the outlays of the entrepreneur— 
private costs—as an adequate measure of the true costs of pro- 
duction. He maintains that the burdens on outsiders are in fact 
so heavy that any theory which concludes—even as a first approxi- 
mation—that private competitive enterprise, rationally carried 
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on, operates for the good of society, is incapable of explaining the 
economic process. 

Unfortunately, Mr. Kapp’s method of exposition leaves the 
reader with the impression, only completely dispelled in the final 
chapters, that he is throwing the blame for all social costs (such 
as industrial accidents and disease) on the capitalistic organisation 
of production. In a few industries, particularly the exploitation 
of unapportionable pools of natural resources, social costs are 
demonstrably attributable to the presence of small competitive 
firms. The oil industry provides the standard example of this : 
engineers assure us that a few well-placed wells will yield more 
and cheaper fuel than numerous “ offset ’’ wells simultaneously 
sucking from the same pool. The difficulty is that since it is 
impossible to determine the share of each competitor who has 
access to the resource, the firm cannot exercise its time preference : 
it can only equalise current marginal costs and marginal revenue 
until the resource has vanished. Mr. Kapp finds further illustra- 
tions in salmon fisheries, trapping and whaling, where legal 
conservation measures and treaties have ‘“ captured ”’ for each 
producer a defined share of the total yield. 

In contrast, most types of social cost are not the inevitable 
concomitants of the private organisation of production. They 
will occur under any system where consumer prices are not 
sufficient to cover these losses. Professor Pigou—whose pioneer- 
ing in this field is fully acknowledged in a chapter devoted to its 
history—gave much attention to discovering who bears each of 
the costs he discussed, and how they should be properly assigned. 
Mr. Kapp feels he has a different task—his book is rather an ex- 
haustive inquiry into the fields where social costs could occur ; his 
references form a useful bibliography of more specialised works, 
and he has consistently attempted to attach some numerical 
value to the costs he discusses. An Appendix contains some most 
interesting figures (on floods, air pollution, advertising, etc.) 
culled from a wide variety of sources. 

While applauding Mr. Kapp’s attack, one is not always sure 
that he has identified his enemy correctly. For instance, while 
his general summary of soil erosion in the United States is un- 
exceptionable, his criticism of the short-sighted policies, errors of 
judgment, carelessness and ignorance of the early lumbermen merely 
suggests that they were failing to maximise their own long-run 
profits, not that private and public interests diverged. A sugges- 
tion, made in 1941, that the loss through erosion of American 
agricultural productivity almost offsets the gain from new tech- 
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niques, cannot be entertained in view of the increases there during 
the war. 

The stimulating discussion of technological change concludes 
that labour re-adjustment frictions and premature obsolescence 
of old machinery are the costs imposed on society. But the 
latter cost is inconsistent with an earlier mention of “ ghost 
towns ’”—which are social costs only when the ratepayers and 
property owners have not amortised their investments accurately. 
The author ascribes many of the losses of the trade cycle to private 
enterprise on the theory that labour has an “overhead cost ” 
which the employer attempts to shift to the community as soon as 
demand falls. This notion is not reconciled with the contemporary 
theory that the return to labour is reduced only after the return 
to the fixed factors has been minimised. The brief surveys of the 
social losses from monopoly, retail distribution and unintegrated 
transportation systems follow more familiar lines. 

Mr. Kapp concludes that his examination of the social costs 
not borne by the pricing system indicates the need for a new 
science of political economy. Contemporary economists, he 
believes, see processes only in terms of a market economy: while 
giving lip service to Professor Robbins’s dictum that economics is 
limited to the relationship of scarce means with alternative uses 
and selected ends, they in fact confine their analyses to alternatives 
measurable only on existing markets. His new science would 
give more attention to total real social costs of output and social 
utility, defined with explicit philosophical assumptions about the 
welfare aims of the community. But to the reader, the real 
conclusion to be drawn from Mr. Kapp’s book is that while the 
Pigovian welfare framework handles the theoretical burden 
adequately, the work of the economist is to devise new techniques 
of appraising gains and losses. He has pointed out dozens of 
fields where research could usefully be done. The chief theoretical 
gap is seen to be the lack of integration with the more recent 
welfare hypotheses. 

A. D. Soorr 
London School of Economics. 


The Distribution of Consumer Gocds. By James B. JEFFERYS 
assisted by MarGaRET Maccoit and G. L. Levert. (Cam- 
bridge University Press, 1950. Pp. xix + 430. 35s.) 


In the last fifty years there has been an enormous improvement 


in the efficiency of distribution. The absolute cost per unit in 
terms of human effort has been greatly reduced. Production has, 
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however, made still more phenomenal reductions, and therefore the 
cost of distribution tends to increase as a proportion of consumer 
price, since the central problem is that retailing cannot be mechan- 
ised like production without loss of amenities which are valuable to 
our way of life. Retailing is a very “ human” activity, and its 
organisation is to a large extent decided for it by its masters the 
public. 

It is strange that the distributive processes have in the past 
attracted so little of the attention of economists. This neglect 
does not derive from the relative unimportance of the subject, 
since distribution employs 2,800,000 persons in this country and 
accounts, according to Mr. Jefferys’s estimate, for roughly 7s. 6d. 
of the consumer’s pound. It stems rather from the fact that the 
“jungle”” was uncharted. This factual study will therefore 
open up new possibilities. In sponsoring it the National Institute 
of Economic and Social Research has performed a valuable 
service to business as well as to economics. Measurement must 
precede productive thought, and Mr. Jefferys has produced a 
most useful blue-print of the distributive processes in 1938, the 
last “normal” year. (“ Blue-print”’ is, however, an unkind 
word to describe a Cambridge book in which the colour-charts are 
produced with such elegance.) 

Those who are “ inside distribution,” and who therefore know 
part of the field, will recognise that the data which the author has 
amassed and analysed have resulted in a clear picture, admirably 
presented ; and where the data were insufficient as was often the 
case (due to a certain secrecy which the author deplores) his own 
shrewd estimates of the probabilities must come very near the 
mark. There can be no quarrel with this book, except in matters 
of detail, and to be pernickety about detail would be ill-mannered 
when one is so grateful that the book was written at all. 

The costs of distribution are made up of retailers’ and whole- 
salers’ (or importers’) ‘‘ realised gross margins”’ together with 
the manufacturers’ selling and transport costs. Though the 
average cost works out at 35-9%, of the final selling price, Mr. 
Jefferys demonstrates in his charts the very wide variations in 
the cost of distribution of a large range of commodities, the lowest 
being sugar at 14% of the consumer’s price, and the highest 
contraceptives at 76%. Arranged in groups, food and drink show 
a cost of 32%, clothing and footwear 42-5% and all other goods 
42%. What are the causes of such variations? It is, of course, 
obvious that the bulkiness, weight and perishability of each 


commodity in relation to its unit price must largely heme the 
No. 241.—VOL. LXI. 

















































146 THE ECONOMIO JOURNAL [MARCH 


physical tasks involved in marketing and therefore its cost; 
but it is not so easy to deduce from day-to-day observation that an 
important influence on relative cost—the paramount influence, 
Mr. Jefferys says—is the rate of stock-turn of the goods, which 
determines the ratio between the stock investment and the 
sales: a slow rate of turnover means a higher investment and 
therefore a higher cost (or realised gross margin). Margins tend 
to decline as stock-turn increases. This is perhaps only another 
way of expressing the old aphorism, “ small profits, quick returns.” 

Naturally there are other influences on profit margins, the skill 
involved in selling (a wages cost), the various losses through 
depreciation, pilfering and changes in demand (Marshall’s “ bane- 
ful influence’ of fashion), the relative marketing functions 
undertaken by retailer, wholesaler and producer, and so on. 
But the one constant factor with a few exceptions, is always stock- 
turn, and therefore “ comparison of rates of stock-turn of the same 
commodity in different retail outlets is one of the sharpest tools 
in distributive efficiency analysis.” 

To take a case in point, quantity rebates to large buyers at 
first sight must have the effect of increasing gross margins. But 
the kind of firms placing large orders are usually those who can 
and do work at a lower-than-average margin of profit for com- 
petitive reasons, and seek their net profit by a higher gearing of 
their selling mechanism. Thus in this case a lower price to the 
consumer results, and comparative stock-turn has played its part. 

The expenses and net gains of retailers are not studied by Mr. 
Jefferys, solely because the information available to him was 
meagre. This is a pity because the public generally are ill-informed 
on these matters. Far too often the phrase “ retailer’s profit ” is 
used to describe the gross margin on an article and is compared 
with the manufacturer’s net profit on the same article; there 
seems in consequence to be an easy way of reducing the price 
level by cutting retailers’ ‘‘ profits.’”” To some extent, however, 
this is the retailers’ own fault, for, as Mr. Jefferys found, they do 
not care to make public their statistics of expenses. American 
economists and business men have before them the excellent and 
detailed annual analysis of retail expenses published at Harvard. 
Here, only the Retail Distributors’ Association (Department 
Stores) has attempted anything of the kind. And the need will 
not b. met by the Census of Distribution to be taken in 1951, 
which will not give a comprehensive picture of expenses. This 
census will, however, bring up to date and amplify Mr. Jefferys’s 
picture of conditions in 1938; but it is unlikely that the general 
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proportions of his picture will be much changed, except in so far 
as the steering of goods away from home consumption has reduced 
the volume of goods sold and consequently also reduced the 
numbers employed in distribution in proportion to the total 
population (in fact from 6 to 54%). 

Mr. Jefferys’s estimate of number of shops in the United King- 
dom in 1938 confirms previous rougher estimates. There were 
750,000 shops selling finished consumer goods, and of these 88% 
were unit retailers (single-shop retailers) who did 66% of the trade. 
Co-operative stores and multiple branches, numbering 12% of the 
shops, did 283% of the trade, and the remaining 54% was done by 
department stores, numbering only 450. This small number of 
department stores, however, did 18}% of the total clothing and 
footwear trade. 

The King Charles’s Head of all discussions on distribution is 
the wholesaler. But until now a measure of his relative importance 
has been lacking. Mr. Jefferys gets him admirably into focus. 
Indeed, he has made a chart (Chart 2, p. 33) immensely simplified, 
but crystal clear, showing the proportional channels of trade from 
manufacturer or importer to retailer. It appears that approxi- 
mately 40% of the goods sold at retail pass through the hands of 
the wholesaler, and of, this 38% go to unit retailers, and form 60% 
of their sales. Department Stores and multiples of course, buy 
the greater proportion of their merchandise direct, and Co-ops 
buy largely from their own wholesale. While the public continue 
to want service round the corner from a small retailer (and that 
will be for a very long time to come, since the consumer is “ in 
some respects incorrigibly conservative ’’) the contribution of the 
wholesaler is important and valuable. In effect, he bulks the 
orders of a large number of small retailers in much the same way 
as a multiple bulks the orders for its chain of shops. Moreover, 
wholesaling is competitive. The future may possibly lie, not 
with the elimination of the wholesaler, whose function is indis- 
pensable, but in the rationalisation of wholesaling into larger units 
while maintaining competition. Of the alternative courses, that 
every manufacturer should be in contact with every retailer is 
manifestly chaotic; and that all small retailers should be somehow 
grouped has almost insuperable practical difficulties and would 
in any case result in the emergence of a less efficient form of 
wholsesaling. 

Mr. Jefferys has amplified his general analysis of distribution 
with twenty separate and detailed studies of costs in different 
groups of commodities. These pioneer surveys fill in the general 
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picture given in the charts, and the influence of the factors defined 
in the general analysis is clearly seen. Comparison of one study 
with another also shows the wide variations in the organisation 
of different trades and justifies extreme caution in making pro- 
nouncements on partial knowledge. 

Having done his exhaustive job of factual definition well and 
truly, Mr. Jefferys not unnaturally allows himself an excursion 
or two. First, he administers a sharp rap to those who ask the 
simple question, ‘‘ Does distribution cost too much?” It is, he 
says, a mistaken question. The significant question is whether 
consumer goods cost too much in relation to the purchasing power 
available and the type of goods and services demanded by the 
consumers. Yesterday and to-day the relevance of this question 
has been somewhat obscured by massive subsidy of food prices, 
by the different “utility ’ goods schemes subsidised by non- 
taxation, by the control of margins and prices, by the incidence 
of Purchase Tax and by shortages. But its value remains and 
will become clearer if “ normal” conditions are re-established, 
and the cost of distribution as a proportion of the consumer’s price 
continues to rise as Mr. Jefferys thinks it probably will do. 

Mr. Jefferys goes on to outline the further steps in research 
which, in his opinion, would clear the field for action by the trade 
itself in improving distributive processes. A better and uniform 
method of costing is advocated. Marshall foresaw this in 1919. 
The Government Departments should, he thinks, disclose much 
of the material they have, through rationing and price control, 
collected in recent years on distribution problems. The Census 
of Distribution, he says, will be generally barren unless much 
further work can be done to link its results with existing informa- 
tion and translate them into terms helpful to the trade. 

He advocates experiment with scientific or near-scientific 
techniques, especially those of time-and-movement study which 
have been so helpful in the organisation of productive processes. 
Much has already been done along these lines in this country and 
in America. But, as always, the pioneers have been certain far- 
sighted firms, not necessarily the largest, and the methods used 
and results obtained deserve a much wider application. 

Mr. Jefferys considers it important that scientific management 
experiments should be directed towards the medium and smaller- 
sized units, but he does not say how this could be organised ; 
one might suggest that the British Institute of Management 
should work with the Trade Associations on model schemes for 
stock plans, lay-out, self-service and the like. 
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Finally, more monographs are needed on the distribution of 
particular commodities and the operation of particular types of 
distributive unit. At a time when the historical approach to 
economics is not in such favour as formerly, it is refreshing to 
those of the old school to note that Mr. Jefferys firmly recommends 
that these monographs should be partly historical in nature. 
This is wise, since some of the differences observable to-day in the 
handling of similar commodities can be explained only in the light 
of their origin, and could be altered only by those with a very 
full knowledge of how they grew. 

Mr. Jefferys has deliberately restrained himself from jumping 
into controversy; his job was to present facts. But ‘“‘ polemics 
will and should follow,” he says. It is to be hoped that as soon 
as he feels on sure ground, Mr. Jefferys will put us further in his 
debt by defining the lines of development which his researches 
have suggested to him. 

F. W. Laws 
Harrods, 
Knightsbridge. 


Labour Relations in London Transport. By H. A. Curae. (Ox- 
ford: Basil Blackwell, 1950. Pp. viii + 188. 15s.) 


Tuts book deals with labour relations in the undertakings of the 
London Passenger Transport Board, constituted under the Act of 
1933, which was succeeded in 1948 by the London Transport 
Executive under the 1947 Transport Act. In the words of the 
author, it is 

‘an attempt to describe and to appraise the labour relations 
of London Transport, in the belief that they have an import- 
ance of their own, and in the hope that such an attempt may 
help to throw light upon the larger subject of labour relations 
in nationalised industry.” 

The conclusion he is able to draw, so far as London Transport 
itself is concerned, is that although it has served the public as 
well as, or better than, a private employer could have done, it 
has not so far achieved relations with its staff markedly better 
than in the old Traffic Combine which preceded the Board, or 
markedly better than under good employers in other industries. 
He does not find in the example of London Transport evidence 
that the public corporation provides an adequate and permanent 
solution to the problems of relations between employer and 
employed, between union and management. He admits the possi- 
bility that a form of public ownership radically different from that 
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which has so far been tried in nationalised industries might have 
brought a quicker advance, although he finds no evidence in 
London Transport’s experience to suggest that direct workers’ 
representation would not have made matters worse, rather than 
better. Other public corporations, he suggests, may be able to 
show more positive advance in labour relations because of the 
greater scope for improvement over the relationships existing in 
their industries prior to nationalisation. 

This study of labour relations in London Transport provides 
confirmation, if confirmation is needed, that the causes of harmony 
and disharmony in labour relations are diverse. No simple 
answer is provided by any one form of organisation and control, 
by any one form of machinery of negotiation and consultation, 
nor even by good intentions. Even a single employer pursuing an 
enlightened labour policy may achieve a very different degree of 
success with different classes of his employees, as is witnessed by 
the much more placid relations which London Transport has 
enjoyed with its railway workers and its workshop staff than with 
its road-transport workers. This different experience may seem 
surprising in view of the possibilities of conflict which might have 
been thought to exist in the more complicated labour structure 
and trade-union organisation among the railwaymen and work- 
shop staff. London Transport, however, in co-operation with the 
trade unions concerned, appears to have been able to handle with a 
large measure of success the problems arising out of multiplicity 
of trade unions which have beset other industries. 

The special problems which for a time disturbed London 
Transport’s relations with its road-transport workers, and par- 
ticularly its busmen, are admirably analysed by the author in 
relation to the Coronation Strike of the Central Busmen in 1937. 
The story is largely that of the Busmen’s Rank and File Movement 
and of the internal politics of the Transport and General Workers’ 
Union, which would appear to have given the Movement just 
sufficient rope to hang itself. One would have appreciated a 
rather fuller account of the periodical schedules disputes and their 
causes, which are so mystifying and provoking a feature of indus- 
trial relations in much of the road-transport passenger service 
throughout the country. 

This book would have been well worth-while if only for the 
account it gives of incidents in the history of London Transport’s 
labour relations such as the Coronation Strike. But it contains 
much more. It supplies factual material in regard to wages, 
methods of remuneration, conditions of employment and machinery 
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of negotiation and consultation, which is not readily available 
elsewhere. If it does not provide solutions, it shows clearly the 
problems; and none clearer than the conflict which has faced 
London Transport in doing justice both to its workers and the 
users of its services and at the same time performing its statutory 
duty under the 1933 Act of securing that ‘“‘ revenue shall be 
sufficient to defray all charges which are by this Act required to be 
defrayed out of the revenue of the Board.” 
H. S. KirKaLDy 


Queens’ College, 
Cambridge. 


The National Debt in War and Transition. By Henry C. Murry. 
(New York: McGraw-Hill, 1950. Pp. vii + 295. $3.50.) 


Mr. Murpny, formerly Assistant Director of Research and 
Statistics at the U.S. Treasury and now Chief of the Research 
Department of the Finance Division of the International Monetary 
Fund, has written a most readable account of the aims and methods 
of government borrowing in the United States both during and 
immediately after the late war. He has had access to an unpublished 
history of the War Finance Division of the United States Treasury 
and the assistance of several of his former colleagues. The fact 
that Mr. Murphy was aided in this way and that he has been able 
to record high-level discussions of policy both by Treasury and 
Federal Reserve officials is bound to make British economists 
who performed similar war-time tasks rather envious. With such 
resources at his disposal, Mr. Murphy has not been tempted to 
write either an exposé or apologia of United States debt policy. 
While he chronicles the differences of opinion between the Treas- 
ury and the Federal Reserve, he is careful to point out that 
“the whole picture is one of agreement and co-operation on 
essentials and of disagreement about details ...”’, and he 
reminds us that “ disagreements naturally loom large because 
they require extended discussion ; agreements sometimes require 
only a nod.” 

The exposition is historical. Part I considers borrowing 
techniques employed during the thirties and during the so-called 
Defense Period from 1939 to 1941. Part II, in many ways the 
most interesting section in the book, examines the discussions of 
general principles of war finance which took place at the Treasury 
and their final outcome—the acceptance of the ‘‘ voluntary way ” 
for war borrowing and the policy of fitting securities to all classes 
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of investors, particularly private individuals. Apart from certain 
tensions between the Treasury and the Federal Reserve System 
over interest rates and the diminution of the banks’ excess reserves 
in the early part of the war, the impression gained in Parts III 
and IV, which consider the implementing of debt policy over the 
war period, is one of remarkable smoothness of execution. In 
Part IV, students of public finance will be grateful for the pre- 
sentation in handy form of interesting data on the effect of war 
finance on the composition of government debt, the distribution 
of holdings between bank and non-bank investors and on the 
pattern of interest rates. (What time and energy could be saved 
if we in this country could lay our hands on such complete in- 
formation about the distributions of holdings of National Debt as 
is available in the United States Treasury Bulletin !) 

There are two matters of particular interest in the book. In 
Part II readers will find that Keynes’s proposals for compulsory 
_ war savings in “ How to Pay for the War” were favourably 

received by Treasury economists, while no less a person than 
Harry White was an advocate of Kalecki’s scheme for purchasing 
power rationing. Secondly, it is a welcome change to find that 
actual decisions taken on matters of policy can be traced to definite 
persons and not to an anonymous board of erstwhile Civil Ser- 
vants. Mr. Murphy enhances interest in his narrative by remind- 
ing us that a board or committee is nothing apart from the 
individuals who compose it, and he not only tells us who the 
individuals were but what they proposed or decided, and with 
whom they agreed or disagreed. Also, having learnt from Mr. 
Murphy that Secretary Morgenthau chose Professor Jacob Viner 
as one of his advisers during the war period because he regarded 
him as one of the “ six fastest thinking men in the United States,” 
the reviewer feels convinced that we are the losers if we prefer 
our civil historians to be reticent about personalities. 

ALAN T. PEACOCK 


- London School of Economics. 


Soviet Trade Unions. By Isaac DeutsconerR. (London: Royal 
Institute of International Affairs, 1950. Pp. ix + 156. 
7s. 6d.) 


CHATHAM Hovsgs, in publishing Mr. Deutscher’s historical 
monograph on trade unionism in the U.S.8.R., rightly points out 
that no such work has hitherto been produced on this subject, 
either in Russian or in English. The absence of published work 
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on the Soviet side may at first seem surprising in a country where 
expositions of officially held views are prolific. The Soviet authori- 
ties, however, have evidently felt it inadvisable to sponsor an 
analysis of a theme which was so controversially debated until 
the imposition of “ monolithic ” unanimity two decades ago and 
which might revive an undesired echo of those controversies. An 
indication of the caution displayed by Soviet writers is the 
absence not only of books on the history of the trade unions (apart 
from a reprint of decrees, resolutions and the like), but also of any 
articles in Soviet periodicals. None appeared even during 1947-48 
when most aspects of the economy and the social structure were 
the subject of surveys tracing development in the thirty years of 
Soviet power. 

The lack of native publications must partly account for the 
absence of analysis on the part of foreign writers and must also 
reduce, by shortage of source material, the scope of such foreign 
work as is prepared. Commentators in English on the Soviet 
Union have devoted only passing reference to unionism, and Mr. 
Deutscher’s work is certainly its first comprehensive treatment. 
Soviet caution has, however, not left him unaffected, for he has 
devoted himself almost exclusively to a narrative of events in 
Party and Union conferences. His comment is confined chiefly 
to a brief epilogue in which, with qualifications, he agrees with 
“most admirers of the Soviet Union as well as its opponents ” 
that “in a planned economy there is little or no scope for normal 
trade-union activity, especially for the defence of the worker’s 
interest against the employer-State ” (p. 135). He agrees that 
unionism, as conceived in the West, has been atrophied and re- 
placed by labour recruiting, training and social-insurance agencies, 
which have on occasion been the means whereby the administra- 
tion has forced the workers to accept unwelcome conditions of 
employment. Mr. Deutscher, as an advocate of planned 
economy, nevertheless ascribes this transmutation of unionism 
not to the type of economic system but to the conditions peculiar 
to twentieth-century Russia. 


“In a nation which had accumulated less industrial and 
administrative skill and experience than had any medium- 
sized European country, in a nation, furthermore, burdened 
with the oppressive traditions of inefficient autocracy at its 
top and of illiteracy and a barbarous way of life below, the 
alrears in economic and cultural development were so enorm- 
ous, end the lack of civic responsibility in rulers and ruled 
alike was so baffling that the techniques of economic planning 
could be developed only in the crudest and most ruthless 
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forms. This basically determined the place of the Trade 
Unions in Soviet labour policy ... there is no reason to 
assume that in any society which already has at its disposal 
a more or less modern apparatus for industrial production 
and substantial resources of trained manpower planned 
economy would reproduce the worst aspects of the Russian 
experiment ”’ (p. 137). 


Readers will have varied views upon this judgment, but they 
will value the historical narrative that occupies the bulk of the 
work. Properly, the history of trade unions is linked intimately 
to contemporary political development, for neither before nor 
after the Revolution did the unions have political independence. 
In Tsarist days workers put their faith in political organisations 
to satisfy their demands for radical reform and not in the trade 
unions, which could offer only limited improvements in local 
conditions. This tendency was supported and reinforced by the 
policy of that political party which had the largest following among 
industrial employees, the Russian Social Democratic Workers’ 
Party, and more particularly by its Bolshevik wing. 

The Bolshevik view, expounded by Lenin, was that the task 
of unionism was solely to “assist the Socialist movement and 
contribute to the success of the revolutionary Socialist Party.” 
After the Revolution of 1917, the application of this policy 
naturally altered, and the relationship of unions to the State was, 
in the subsequent decade, the subject of active debate, carefully 
described by Mr. Deutscher, within the ranks of the Communist 
Party (other parties being by then suppressed). Party precept 
varied from a resolution at the Eighth Congress (1919) that “ the 
Trade Unions in the end ought actually to concentrate in their 
hands all the administration of the entire national economy,” 
to another at the Twelfth Congress which emphasised that 
factory managers had “‘ complete freedom of choice and appoint- 
ment ”’ within their enterprises, allowing no more to the unions 
than that their “recommendations and testimonials should be 
attentively taken into account.” Stalin’s firm accession to power 
and the introduction of the first Five Year Plan (1928) entailed 
the political and economic corollary of extinguishing such power 
as remained to the unions of opposing the administration’s policy. 
Since that time Soviet trade unions have fallen into an obscurity 
in which Mr. Deutscher’s essay is a valuable light. 

M. C. Kaser 


Richmond, 
Surrey. 
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Sociology of Colonies: An Introduction to the Study of Race 
Contact. By Rent Maunter. Edited and Translated by 
E. O. Lorimer. 2 volumes. (London: Routledge and 
Kegan Paul (International Library of Sociology and Social 
Reconstruction), 1949. Pp. xii + 767. 63s.) 


Tuts is a very big work. It is divided into ten “ books ” 
(the earlier ones published in two volumes in 1932, the later in 
one volume in 1942) and is based on the lecture courses delivered 
by Professor Maunier in the University of Paris. This, perhaps, 
helps to explain his diffuseness and his mania for excessive 
classification. He certainly would have done better to write a 
shorter and more modest work. On his own ground of legal 
interpretation he is strong. The chapters’ of Book IX give a 
realistic and stimulating account of the impingement of the French 
State, with its common territorial law, upon the tribes, families, 
craft associations and other “ corps” of the non-Europeans. By 
introducing the State, the French have invented or released the 
individual and have corroded the traditional social groups; in 
showing how this has happened, the Professor begins with legal 
definition but proceeds to sociological analysis and the discussion 
of policy. In this part of the .work there is little to criticise or 
regret, except that the writer stops short of the important trans- 
formations that have occurred in the French Colonial Empire 
during and since the war. 

When he leaves his own ground he can still sometimes be 
stimulating for his reflections are based on very wide reading in 
ancient and modern history. Unfortunately, it is impossible to 
trust his accuracy. Here, for example, is a selection of his errors 
and fantasies about British things. He says that the Dominions 
are nations but not yet states (Vol. I, p. 17). He refers to the 
“ Oxford cycle reinforced by the oath of loyalty,” whereby the 
English allegedly indoctrinate Indian students into acceptance of 
the British Raj (Vol. I, p. 65). He asks us to remember how 
“down to our own day ” the English have striven to prevent the 
spinning and weaving of cotton in India (Vol. I, p. 236). He 
seems to be in love with the surname Butler. Charles Buller 
is re-named Butler (Vol. I, p. 240), and so is Buckley, a notorious 
escaped convict who lived with an aboriginal tribe in Victoria 
(Vol. II, p. 441). He says that Australian aboriginees have died 
out in the north but survived in the south (Vol. II, p. 461). The 
list would become tedious if it were allowed to grow longer, but 
two delicious items must be quoted. Professor Maunier (Vol. I, 
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p. 240) says that the word “ Jingoism ” has been derived from the 
supporters “of the conquest of Afghanistan in 1878 who had 
adopted the name of Jingoes for themselves after the legendary 
sovereign of Japan who was supposed, in former times, to have 
annexed Korea.’’ Equally delicious is his reference (Vol. II, 
p. 34) to the golden sovereign—which he seems to imagine still 
circulates in these islands: ‘‘ The British emblem displayed on 
gold and sterling coin for all to see is St. George-the-Victor, patron 
of the Scouts... .” 

There is very little in this book for economists. The author 
does not even state those current problems of tropical economy 
which serious students are now probing, and his references, for 
example in Chapters 22 and 23, to the history of economic thought 
are often badly out of focus. For example, he seems to say that 
Malthus was primarily an advocate of emigration; and he makes 
Adam Smith an apostle of wealth through colonies rather than of the 
wealth of nations. He calls Mill a “ colonial economist.” All this 
is a pity. Professor Maunier need not have written about things 
he does not understand. As has been said earlier, he is useful 
and stimulating when he writes about the things that he does 
understand. 

W. K. Hancock 
London. 


The African Factory Worker. A sample study of the life and 
labour of the urban African worker. By THz DEPARTMENT 
or Economics, UNIVERSITY OF NatTaL. (Oxford University 
Press, 1950. Pp. 221. 30s.) 


Tuts report is a most valuable document. It is a landmark 
in South African economic studies because, surprisingly enough, 
it is the first socio-economic study of African life and labour in a 
large factory, the first of its kind to be conducted by a South 
African University and the first in which Africans themselves took 
the leading part. The Department of Economics of the Univer- 
sity of Natal must be congratulated on this pioneering effort, and 
Dunlops, at whose factory in Durban the investigation was 
conducted, deserves great credit for the vision and public spirit 
which made this study possible. 

The investigation was in the main carried out by )°. S. B. 
Ngcobo, Dunlop Research Fellow, and Mr. B. Nomvete, Creteweld 
Research Scholar, under the direction of Professor H. R. Burrows 
and Mr. G. C. Scully, Chairman of the Economic Research Com- 
mittee. 























1951} THE AFRICAN FACTORY WORKER 157 


The report is based on two years’ research work, and falls 
broadly into two parts: that which deals with the behaviour and 
performance of the African worker in the factory itself, and that 
which examines the influences outside of working routine and 
factory discipline, which shape behaviour patterns. It is there- 
fore in effect an analysis of the problems of urbanisation and indus- 
trialisation arising from the imposition of a modern economy on 
the basic rural pattern of African society. 

Perhaps the greatest value of the report lies in the manner in 
which it succeeds in displaying the tremendous strains and stresses 
to which the African is subjected when, either as a migrant 
labourer or as a more permanent town dweller, he strives, with 
little organised help or guidance from the European and with 
hardly any education, to become a successful factory worker and 
urban resident. 

There is indeed something tragic about the facts recorded in 
the numerous statistical tables of the report, although its authors 
are almost too extreme in their deliberate avoidance of anything 
but the most austere comment on them. For this is a distressing 
picture of social conditions which are largely man-made and could 
be considerably ameliorated if the European in South Africa were 
not interested in everything concerning the so-called native 
problem except the facts which he requires to understand and 
cope with it. 

The present study covers a wide field, and it is impossible to 
describe it adequately in the limited space available to me. It 
ranges from a valuable examination of migrancy, land tenure and 
cattle ownership (which so largely determines the Africans’ social 
and economic attitudes) to a careful examination of the meaning 
and the measurement of urbanisation. This is followed by a 
study of industrial efficiency and its testing at the Dunlop factory. 
One of the most valuable sections is the detailed analysis of the 
labour force and the study of labour turnover, with particular 
attention to the successful methods used by Dunlops to reduce 
it and to increase African productivity by aptitude tests. These 
are fully described and illustrated by photographs. There is a 
detailed examination of the journey to work, of incomes, personal 
expenditure and indebtedness, of the nutritional status of African 
factory workers and of the rural life of their families. 

The complexity of all these problems is vividly epitomised in a 
table which sets out the attitude of African workers to the ques- 
tion of whether to bring their wives from rural areas. No less 
than 46-5°%, of those interrogated were opposed to doing so because 
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of inadequate accommodation. But there were many other 
reasons. Indeed, three men who each had two wives did not 
bring either of them because they could not decide which one to 
bring and which to leave behind ! 

Here we have in a nutshell the clash of custom of African and 
European society, which is illustrated also by the African factory 
worker’s attitude to cattle ownership which many still adhere to— 
more for reasons of status and prestige than of economic useful- 
ness or profit. 

It is clear that generally speaking the African is not yet 
psychologically or socially a part of the modern economic sector 
of the Union, but a temporary and bewildered wanderer in it. 
Thus of the 139 married workers only 11% had their wives living 
with them in Durban; 40% received visits from their rural wives 
and 49% had received no visits from them at all; while out of 
forty workers married for less than three years 60% had never 
been visited by their wives since marriage ! 

The effects on productivity, on the workers’ psychology, on 
labour turnover and indeed on the political and social stability of 
the country of an industrial system resting on such unstable 
foundations are not only deleterious in the extreme but also 
positively dangerous. 

In conclusion, the book modestly contents itself with shies 
further questions, such as whether the African peoples can assi- 
milate Western standards, and how fast, and whether one is 
expecting them to do too much and too soon. It is this humble 
and fearless approach which will make the study an invaluable 
model for further research. It is to be hoped too that other 
factories will follow Dunlops praiseworthy example in dealing with 
the social and economic problems of its African workers. 

S. HerBpert FRANKEL 
Nuffield College, 
Oxford. 


The Population of Ireland, 1750-1845. By K. H. CoNNELL. 
(Oxford: Clarendon Press, 1950. Pp. xi + 293. 18s.) 
Tue demography of Ireland since the Williamite settlement of 
1691 brought peace and orderly government to the country 
remains a perennial subject of interest and speculation. The rate 
of growth from 1691 to 1847 not only seems to fit into a “ Pearl 
logistic,” but was also phenomenally rapid for a Western European 
population, especially one which lacked the foundations of im- 
proving agricultural technique and expanding industrial equip- 
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ment. Perhaps India to-day is repeating Irish experience of a 
century ago. 

The magnitude of the problem requiring explanation has 
always been somewhat masked by consideration of the global 
population of Ireland. Division into urban and rural dwellers 
throws up some but not all of the relevant differences. There 
were in fact five distinct nations inhabiting Ireland, each with its 
own population-habits : (a) the rural population living under the 
“Ulster custom ”’; (b) the rural population living on “‘ English- 
managed ”’ estates; (c) the rural population living on a precarious 
copy-hold tenure; (d) the industrialised urban population; 
(e) the non-industrialised urban population. It is only the third 
of these nations that presents the demographic problem, but it was 
the most numerous, and a large part of the fifth also, especially 
in the smaller towns, must be assimilated to it. There is little 
anomalous in the population-history of the remainder; their 
behaviour is parallel to that of other similarly-circumstanced 
groups in Western Europe, and not noticeably different from that 
of the other British peoples. 

The introduction of ‘“hearth-money” in 1662 provided 
hazardous bases of estimation—the number of inhabited houses 
and of inhabitants per house—until the first Census in 1821. 
Dr. Connell has made what will probably remain a definitive re- 
assessment of the numerous but widely-spaced estimates so based. 
He arrives at figures considerably higher than any of the traditional 
estimates. This correction modifies but does not destroy the 
accepted picture of an extremely rapid rate of growth. On his 
revised estimates, the population was 2,167,000 in 1687, in- 
creasing to 3,191,000 in 1754, accelerating to 4,753,000 in 1791, 
and joining on to the Census figures of 6,802,000 in 1821, 7,767,000 
in 1831 and 8,175,000 in 1841. He does not, perhaps, give 
sufficient weight to the unreliability of the first three Censuses. 

The larger speculation, of course, is how and why such a 
remarkable rate of infestation occurred. The conventionally 
accepted explanations have rested on a kind of vicious spiral, in 
which the moral effects of poverty and precarious tenure and the 
material consequences of the potato are interwoven. Salaman 
has now given the second strand of this complex a much fuller 
documentation. There can, indeed, be little doubt on the 
evidence that as we approach the crisis of 1847, when multiplica- 
tion of mouths had already created chronic and severe land- 
hunger, the vicious spiral was operating with full Malthusian 
intensity. The mortality and morbidity aspects Dr. Connell 
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examines with a fullness never before attempted. Unfortunately, 
it is only in the nineteenth century that statistics become available, 
and they naturally tell us nothing about the critical period 1750- 
90. Evidently, however, the author leans to the view that falling 
mortality rates had nothing to say to the acceleration. He does, 
on the other hand, lay great stress on the early, and probably 
falling, age of marriage among the rural population of the 
eighteenth century—a social phenomenon which has been so 
remarkably revolutionised since the Land Acts. 

But no vicious spiral, however well documented, affords an 
explanation of how and why the process started. Dr. Connell has 
given us estimates that can probably never be bettered, and has 
shed a great deal of new, systematic light on the social conditions 
which accompanied the expansion, but much work remains to be 
done on the sociological and psychological conditions which 
generated the expansion and apparently left the control of it to 
catastrophe. The conditions under which the “third nation ” 
lived in the early eighteenth century were by no means unique 
in Europe: oppression, poverty and depression, uncertainty of 
life and tenure were the common lot of agricultural populations 
save in a few favoured communities ; physical scarcity of land was 
in many regions an older and more acute problem than in Ireland ; 
the potato also with its actual or potential consequences was just 
as accessible to them. It is true that by 1800 the Irish situation 
was well on the way to be unique, but this was the result of the 
very multiplication which has to be explained (which, for example, 
turned copy-hold tenure, legally the same as in England, into a 
very different relationship between landlord and tenant). Earli- 
ness of marriage is a physical explanation of the multiplication, 
but itself requires to be psychologically explained. If we explain 
it by “ misery,” the logical circle is complete. 

Two subsidiary speculations of great interest also still require 
further research, namely, whether the Famine could have been 
prevented, and whether this lamentable history has any lessons for 
the present. The former is now of historic interest only, but the 
latter is no doubt of immediate interest to the Commission on 
Emigration and Population set up by the government of the Irish 
Republic in 1948. The problem with which it has to deal is much 
more intractable than that facing the Royal Commission on 
Population, although its Terms of Reference are identical, and its 
Report will be eagerly awaited. ok Weries 

Trinity College, 
Dublin, 
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La politique agricole de la France de 1880 a 1940. By MicHEL 
Avuat-LariBk. (Paris: Presses Universitaires de France, 
1950. Pp. 450.) 


Lrs étrangers se plaignent souvent et avec raison, d’étre ma] 
informés de l’histoire économique francaise. Voici un livre qui, 
pour les soixante années de 1880 & 1940, comblera largement cette 
lacune. L’ouvrage de M. Augé-Laribé est, dans tous les sens du 
terme, un standard-work. La période qu’il étudie est l’une des 
plus importantes pour l’agriculture frangaise, d’abord 4 cause des 
transformations techniques et sociales remarquables qu’elle a 
subies, et ensuite & cause des vicissitudes par lesquelles elle a 
passé : crise agricole et crise du phylloxera jusqu’é 1900, prospérité 
de 1900 & 1914, guerre et aprés-guerre de 1914 & 1930, et enfin 
crise des prix de 1930 & 1940. Peu de périodes ont été aussi 
mouvementées. Par ailleurs, la structure politique de la démo- 
cratie francaise a rendu, pendant cette période, le vote des agricul- 
teurs particuliérement important pour tous les partis, de sorte que 
les pouvoirs publics sont intervenus avec une fréquence inaccou- 
tumée dans les destinées de l’agriculture, et la “ politique” 
agricole, presque inexistante avant 1880, a pris un développement 
des plus remarquables. Le protectionnisme, inauguré en 1880, 
n’a cessé de grandir. Enfin la concurrence de I’étranger s’est 
accrue d’une concurrence nouvelle, celle provenant de |’ Afrique 
du Nord et des colonies frangaises, si bien que des problémes 
entiérement nouveaux se sont posés aux législateurs. 

Cette succession de drames a été étudiée par M. Augé-Laribé 
avec une compétence incontestable, puisque l’auteur, soit comme 
économiste, soit comme représentant de la France a 1’Institut 
International d’Agriculture de Rome, soit comme Secrétaire 
général d’une grande organisation agricole, soit enfin comme 
Conseiller et Fonctionnaire au Ministére de I’ Agriculture, n’a cessé 
d’étre mélé de trés prés 4 l’évolution agricole francaise. Les 
nombreux livres qu’il a publiés, depuis sa premiére Thése sur 
l’Agriculture du Midi, et rédigés avec un incontestable talent 
d’écrivain, lui ont valu une réputation justifiée. Cette reputation 
sera certainement confirmée par l’ouvrage que je signale ici, et 
qui se distingue par la vivacité du style, et le don qu’a l’auteur de 
maintenir toujours en alerte l’intérét du lecteur au cours de ses 
450 pages. 

M. Augé-Laribé pense aux agriculteurs autant qu’a |’agricul- 
ture. Ila l’art de sympathiser avec leurs états d’Ame successifs 


dans la paix et la guerre, sans jamais aliéner sa liberté de jugement. 
No. 241.—VOL. LXI. M 
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Il a connu personnellement, ou suivi de prés l’activité des hommes 
politiques, et aussi celle des chefs de l’agriculture qui ont déterminé 
la politique frangaise en matiére agricole. I] en fait des portraits 
pleins de saveur, et il apporte 4 l’appui de ses opinions des citations 
significatives, sans Oublier par ailleurs de fournir les chiffres 
essentiels qui permettent de suivre les transformations de la 
culture et les changements de population. 

La position personnelle que prend M. Augé-Laribé a |l’égard de 
la politique agricole frangaise, peut se résumer de la maniére 
suivante: l’auteur croit beaucoup moins aux bienfaits du pro- 
tectionnisme qu’a l’efficacité d’une éducation agricole progressive, 
de la propagation des methodes scientifiques, de l’accroissement de 
la productivité, et de la variété des productions. Il montre 
d’ailleurs, dans un chapitre particuliérement intéressant, que 
le protectionnisme, a ses débuts, a été imposé aux agriculteurs par 
les industriels, et que ses résultats, en ce qui concerne les prix, ont 
été constamment traversés par les fluctuations des prix agricoles 
sur le marché international. D’ailleurs, au lendemain de la 
premiére guerre mondiale, la politique douaniére frangaise a 
consisté 4 interdire les exportations agricoles pour assurer des 
salaires plus bas a l'industrie. Cet épisode, qui a suscité des 
ressentiments durables chez les agriculteurs, est intéressant a 
comparer avec la politique anglaise au lendemain des guerres 
napoléoniennes, ot c’est, au contraire, la protection des prix 
agricoles anglais qui a suscité l’indignation de Ricardo et de ses 
disciples. Dans le cas de la France, l’intervention de |’Etat, en 
retardant le rétablissement de l’agriculture aprés la guerre, en 
l’empéchant de prendre sa place sur les marchés mondiaux, a 
été particuliérement nuisible. Plus tard, a partir de 1930, le 
systéme des contingents agricoles n’a pas empéché les prix 
frangais de baisser en conformité avec les prix mondiaux, et n’a 
guére procuré de réconfort aux agriculteurs. 

Ces quelques indications suffiront, je pense, 4 montrer aux 
lecteurs de cette revue l’intérét de premier ordre de l’ouvrage que je 
signale ici. Les jugements exprimés par l’auteur avec la liberté 
d’un esprit non seulement versé dans la technique agricole, mais 
armé d’une large culture générale, méritent d’attirer particu- 
liérement l’attention, 4 un moment ou le probléme des prix agri- 
coles va se poser au monde entier avec une acuité particuliére. 

CHARLES Rist 
Versailles. 
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Georg Simmel: The Sociology of Georg Simmel. Translated, 
Edited and with an introduction by Kurt H. Wotrr. 
(Glencoe, Illinois: The Free Press, 1950. Pp. Ixiv + 445. 
$5.50.) 


To translate Simmel’s Soziologie into English from the 2nd 
edition would take some 800 pages in a book of the page size of 
the present one. Mr. Wolff has therefore translated a number of 
relevant articles by Simmel and a major portion of the Soziologie 
in order, in a briefer space, to make something of Simmel’s thought 
available in English. To this he has prefaced a biographical, 
expository and critical introduction which the present reader 
found more confusing than helpful. In German, Simmel is an 
unusually clear and luminous writer: his prose is aphoristic and 
at times reminds one of Lichtenberg—perhaps most clearly in the 
Philosphie des Geldes, a work which should be better known among 
economists than it is. Mr. Wolff’s translation reads coherently 
but is dull, and I am not sure that a more thorough pruning of the 
original texts might not have been to advantage. As it is I 
would suggest that the reader who wishes to reach the core of 
Simmel’s contribution to sociology should begi with Part II 
and go on from there to the end. 

Why should the work of Simmel, a German scholar of Jewish 
origin, who died as long ago as 1918, be read in 1950? I think 
there are several reasons and consequently the Free Press is to 
be congratulated on having made this book available. Simmel, 
in his sociological writings, attempted to establish sociology as a 
special science, not a scientia scientiarum, nor yet as a generalising 
science depending directly on inductions from the material of 
such special social sciences as psychology, economics, field anthro- 
pology or history. He argued instead that sociology was essen- 
tially concerned with the analysis of social relationships, treated 
apart from their actual and historical content. This did not mean, 
of course, that factual material was to be ignored—Simmel, in 
fact, draws on a very wide range of miscellaneous and often 
entertaining reading—but that such material should be purely 
illustrative. This sounds an extremely narrow and barren view, 
and, in fact, such an analysis of relations could be only one part of 
sociological study. It is nevertheless an essential part; its 
importance and its clarification owe more to Simmel than to any 
other writer. This type of analysis has been carried farther in 
Germany by Vierkandt, but I do not believe that he added 
greatly to what Simmel has given us. 
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It is necessary in giving an account of Simmel to make it 
clear that much of his work is essentially ‘“‘ phenomenological.” 
This looks a dark and barbarous saying, but it is, I think, fair. 
It is often said in histories of sociology that Vierkandt was 
the first person to apply the philosophical method of Husserl to 
sociology, but, though I do not think Simmel uses the word, 
there can be no doubt of its appropriateness in describing his 
procedures. He takes the concepts of certain kinds of human 
group and certain kinds of human relation—such as groups of two 
members, of three members, of larger groups, still numerically 
delimited, of such relations as subordination and superordination 
in their various forms, and of such social modalities as are to be 
found in various human collectives, e.g., secret societies or urban 
life. He then proceeds analytically to display the pure forms in 
which these various relations and modes of association can take 
shape. This account is documented by numerous instances from 
social life in historical actyality, and this in fact is pure documenta- 
tion and illustration; the heart of the matter is in the analysis, 
and this analysis is essentially phenomenological. 

Now, as Simmel himself saw in his latter years, one cannot 
construct a complete sociology thus, and one will deny wide and 
urgent areas of human life and their necessary investigation if one 
attempts to do so. But, and this is the strength of Simmel’s 
mind, any such investigations will gain from the insights into such 
relations as marriage, the internal life of political parties and so on 
which Simmel gives. What is more, his ideas are transferable ; 
they can be used as tools of analysis by the sociologist in all his 
work, and are indeed essential to him. 

It might be protested that such analyses can always be carried 
on adhoc. The talent for analysis is, however, very rare, and the 
temperament which can concentrate on analysis and exclude other 
concerns is even rarer. It is permitted to anyone by taking 
thought to open a new realm of logic or create a fresh mathematical 
domain: howfewcandoso! Such work once done, it can always 
be dismissed as the mere expansion of tautologies, but clearly this is 
a misconstruction, and I would suggest that Simmel in expand- 
ing and analysing ‘“‘ what everyone knows ’”’ was doing work of 
great difficulty and considerable value. 

DonaLp G. MacRarE 
London School of Economics. 
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Quakers in Science and Industry. By A. Ratstrick. (London: 
Bannisdale Press, 1950. Pp. 361. 2I1s.) 

One hundred and fifty years ago the Rev. Israel Worsley wrote 
a book to prove that almost all the industrial and commercial 
developments of the previous century had been due to Dissenters, 
and more particularly to Unitarians—Mr. Worsley was a Unitarian. 
Without making such extravagant claims for his Society, Dr. 
Arthur Raistrick has written a book on somewhat similar lines. 
The three points which emerge most clearly are already tolerably 
familiar : that members of the Society of Friends contributed 
very greatly to the economic developments of the eighteenth cen- 
tury; that they were closely inter-married; and that, as wealth 
and prosperity increased, many of them drifted away or were 
“‘disowned.”” But these points are developed with a thorough- 
ness which bears witness to Dr. Raistrick’s special qualifications, 
for he combines technical knowledge of industry with what must 
surely be an unique understanding of the intricacies of Quaker 
inter-marriages. Dr. Raistrick was trained as a technologist (he 
has been for twenty years Lecturer in Applied Geology at Durham 
University), while the tracing of Quaker family trees has evidently 
been for him a labour of love. In addition to ten valuable 
genealogical tables of Lloyds, Gurneys and other well-known 
Quaker families, there is a great amount of biographical detail in 
the text; this does not make for easy reading, but as the book was 
presumably written mainly for Friends it is perhaps impertinent 
for a non-Friend to make criticisms on this score. 

Dr. Raistrick’s study should be read along with Isobel Grubb’s 
Quakerism and Industry, to which he pays a generous tribute - 
her book, he says, provides the necessary background for his own 
‘which is concerned more with the contribution to industry made by 
Friends than with their attitude to industrial morals and relations.” 
But, as has been suggested above, those contributions have been so 
interwoven by him into family history and so involved in detailed 
narrative that their true value becomes hard to assess. This seems 
to be the crux of the matter; is it really desirable to isolate one 
religious denomination and build up a study of economic develop- 
ment round the achievements of its members, however remarkable 
those achievements may have been? Was not Professor Ashton’s 
method more satisfactory when, in his famous book on Iron and 
Steel, he first described the evolution of the industry and then 
made discerning and sympathetic references to the religious 
affiliations of those who were its leaders during the period of his 
investigations ? 
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Viewed, however, from the more particular angle of Quaker 
biography, the book has both interest and charm, especially 
when it takes us into the fields of natural science and medicine in 
which the activities of Friends are less familiar than they are in 
textiles, banking, the iron industry and mining (where, incidentally, 
we are already in Dr. Raistrick’s debt for his valuable account of 
the London Quaker Lead Company, in T'wo Centuries of Industrial 
Welfare). For most of us a list of Quaker scientists would begin 
and end with Dalton. But it appears that some nine or ten 
became Fellows of the Royal Society, that they were particularly 
interested in the classification and, where practicable, acclima- 
tisation of trees and plants, and that they took a prominent part 
in establishing Dispensaries, encouraging sea-bathing for health 
purposes and experimenting in methods of resuscitating the 
apparently drowned. The Medical Society of London, the Royal 
Humane Societv and the Royal Sea-Bathing Infirmary owed their 
origins mainly to Quakers. They also contributed greatly to 
improvements in clock- and instrument-making, and it was a 
Fricnd, William Cookworthy, who started the china-clay industry. 
In this section there is one minor slip; W. H. Pepys, the chemist, 
cannot have been “a descendant of the diarist’”’ as Samuel 
Pepys had no children. 

It is useful, finally, to be reminded of the concern Quakers 
always had for their apprentices and employees and, indeed, for 
social welfare in general. An example of this is the way in which, 
in 1700, the Bristol Friends turned into a less ambitious and more 
practicable form the proposals of Bellers (himself a Friend) for a 
“ College of Industry.”” The Bristol experiment seems to have run 
for some years parallel with the more official and better-known 
workhouse scheme of John Cary, to which, however, Dr. Raistrick 
makes no reference. It would be interesting to know what 
connection, if any, the two had with one another. 

F. R. SALTER 
Magdalene College, 
Cambridge. 





NOTES AND MEMORANDA 


A Notre on CHreaPp MonrEy AND THE BRITISH 
Hovsine Boom, 1932-37 4 


PREVIOUS attempts to account for the British housing boom 
of the thirties have tended to minimise the importance of cheap 
money. This note, which incorporates further investigation of 
the data, argues the case for shifting the emphasis of the ex- 
planation to the structure and movement of interest rates. 

Only summary conclusions with regard to factors other than 
interest rates can be offered in the space available. The sub- 
stance of these conclusions is that low building costs and rising 
real incomes did not by themselves provide sufficient conditions 
for a boom of the size experienced.? Two other factors which 
might be considered important can be dismissed briefly : 


(1) Population movements, either in the sense of net 
growth or of geographic shift, had no discernible effect on 
residential construction in the short run.® 

(2) There is no evidence that changing tastes, in the form 
of an increased desire for home ownership, were peculiar to 
the period 1932-37. The rate of growth of the building 


societies was most rapid before 1930, and advertising ex- 
penditure by these societies was no more extensive in the 
thirties than in the twenties. 

(3) Building costs fell about 10% from 1930 to 1932, but 
rose steadily throughout the boom, thus varying directly with 
residential construction activity. Since 75% of the houses 
built were sold to owner-occupiers, we are concerned with 
consumers’ durables rather than with capital goods. Hence 
current cost movements rather than cost-expectations were 
more relevant to the framing of effective demand. Though 
cost-expectations played some part in the boom, at least at 
its inception, they were not a decisive factor. 


1 The writer is indebted to Mr. K. E. Berrill of St. Catherine’s College, Cam- 
bridge, for much assistance with this investigation, though full responsibility for 
this note rests with the author. 

2 Cf. H. W. Robinson, The Economics of Building, London, 1939; Ian Bowen, 
‘Building Output and the Trade Cycle, U.K. 1924-38,” Oxford Economic 
Papers, No. 3, February 1940; W. F. Stolper, “‘ British Monetary Policy and the 
housing boom,” Q.J.Z., Supp., November 1941. 

3 See M. E. A. Bowley: ‘‘ Fluctuations in Housebuilding and the Trade 
Cycle,” Review of Economic Studies, Vol. 4, 1936-37, and ‘‘ Some Regional 
Aspects of the Building Boom,” ibid., Vol. 5, 1937-8. 
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(4) Real incomes (salaries) per capita rose about 6% during 
1930-32, but fell thereafter. In order to postulate a direct 
co-variation between rising real incomes and house purchases, 
it would be necessary to assume & 30-month lag between the 
receipt and expenditure of salaried income. Additions to the 
salaried labour force in the thirties were on the average 
indentical with those of the twenties. Thus rising real 
incomes of the middle classes, either on the average or in 
total, displayed only a tenuous connection with the boom. 


Cheap Money. 

The interest element in carrying charges on a loan which is 
amortised over 20-25 years is bound to be of considerable im- 
portance. Table I gives some illustrations of the effect of a 
decline in interest rates on a loan of £500, for various periods of 


TABLE [I 


Weekly Carrying Charges, (Interest and Sinking Fund) on a loan 
of £500, at Various Rates of Interest and Periods of Repay- 
ment 





Repayment period : 





Rate of 
interest, %.| 25 years, 15 years, 10 years, 
weekly weekly weekly 

cost. . cost. cost. 





8. d. . d. a. d. a. 4, 
15 0 19 10 26 2 
13 8 18 6 24 11 
12 4 17 4 23 9 
ll 0 16 1 22 6 


- 

















repayment. A decline in the rate of interest from 6% to 5% 
results in a 9°, saving on weekly carrying charges if the loan is 
amortised in 20-25 years. During 1930-37 the average salary 
earner was receiving about £4 per week; for marginal buyers, 
who were probably earning somewhat less than £4 weekly, a 9%, 
reduction in the weekly cost of buying a house may well have been 
decisive. 

An alternative way of expressing the importance of the rate 
of interest for long-term mortgages is to emphasise that for periods 
of 20-25 years, a fall in the rate of interest from 5% to 4% has 
the same effect on weekly carrying costs as a 10-20% fall in 
building costs, depending on the size of the initial loan. 

The situation which developed in 1932 was that building costs 
were low, money wages in the building industry were stable, and 
it might well have been supposed that current capital costs 
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represented a near-minimum. A decline of 1% in the rate of 
interest had as much effect on weekly carrying charges as a fall 
of over 9% in the capital outlay, represented by the average loan 
of £557 in 1931. Some typical figures are shown in Table II, 
which is based on the average new mortgage loans of all building 
societies. The assumed length of the repayment period relates 


TABLE II 


Average New Loans of Building Societies, Typical Lending 
Rates and Weekly Costs of Amortisation, 1930-37 





Average new Estimated en of Weekly 


Year. mortgage typical lending omarion carrying 
loan (£). rates (%). peed toni. charges. 





1930 558 
1931 557 
1932 517 
1933 529 
1934 523 
1935 543 
1936 557 
1937 569 


SeeaARTaee 
AARSARSSS 

















not to the actual average loan’s life (which was about 10 years at 
that time), but to the terms on which a marginal buyer could 
reasonably expect to arrange a loan. That is, the marginal buyer 


would wish to secure the maximum period of repayment at the 
start, regardless of his possible future ability to repay the loan 
more rapidly. Taking the average weekly salary as 80 shillings 
and the proportion of income devoted to housing as 20% at the 
outside, the average buyer could afford just 16 shillings in carrying 
charges on @ 20-year loan. The marginal buyer would therefore 
be pressed in keeping up his payments on the average loans shown 
in Table II, even on a 20-year basis. 

A precise measure of the effect of the decline in interest rates 
from 6% to 43% can be seen by comparing 1931 and 1936. In 
those years the average loan was £557, and the saving in interest 
on a 20-year mortgage amounted to 2s. 2d., or about 12% of the 
weekly carrying charges in 1931. 

The above argument has been concerned with the relationship 
between the mortgage rate of interest and consumers’ demand for 
houses. Something may now be said on the supply of funds to 
finance this expansion. It is well known that in 1932 a wide gap 
developed between the yield on mortgage investments and the 
yield on gilt-edged securities. The mortgage rate of interest is 
notoriously sticky, as is the rate paid to building society share- 
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holders. In the thirties both became considerably higher than 
the yield on consols and other fixed-interest securities. This 
spread had already developed before the war-loan conversion in 
July 1932, but was seriously aggravated by that event. Chart 2 
indicates that the gap appeared after 1931 and lasted till 1937. 
The spread in interest yields resulted in a vast inflow of funds into 


CHartT 1 
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the building societies, to such an extent that they were forced to 
exclude new shares and deposits by a system of quotas. The 
result was a much larger supply of funds available for home- 
ownership at the same (and even at reduced) lending rates. 
There were thus two main forces working towards an ex- 
pansion of investment in houses: (1) a decline in mortgage 
lending rates which influenced the demand; (2) an altered in- 
terest-rate structure which increased the supply of funds available. 
The inverse movement of mortgage interest rates and building 





© of Interest. 
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activity is brought out in Chart 1. The series used for mortgage 
lending rates does not represent an average for all building 
societies, but the typical advertised rates of the largest half- 


CuarRT 2 


Indices of Yields on Fixed Interest Securities, 24% Consols, and of Average Rates 
of Interest Paid and Earned on Building Society Shares and Mortgages Out- 
standing, 1919-48. (1938 = 100.) 

11938 
= 100 


175 ee eS ee ee 





p KKy 
*, 
N44 











See ee ee ee a J 
‘20 °'22 ‘24 °26 °28 #°30 °32 ‘34 °36 ‘88 °40 ‘42 °44 °46 °48 
Year. 


ices e4 es = Yield of fixed interest securities. 
= Yield on 24% consols. 
xX X X X X = Average return paid on building society shares. 
—_—_—_——— = Average rate of interest on outstanding mortgages of building 
societies. 


dozen societies which dominated the movement. The first 
distinct fall came in September 1932, several months after the 
war-loan conversion. It was followed by further declines of 4% 
in August 1933 and April 1935. The lending rates of the Public 
Works Loan Board are also shown by way of contrast, though it 
is unlikely that these influenced building society lending policy, 
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since the markets for private and council houses were non- 
competitive. 

Two series have been used to indicate the growth of building 
activity: (1) monthly building plans approved by 146 local 
authorities in England and Wales, and (2) unsubsidised private- 
enterprise house completions at semi-annual intervals. Both 
series moved upwards markedly when interest rates fell, and the 
time sequence bears out the claim that increased building activity 
followed successive reductions in the mortgage rate of interest. 
The general inverse movement is obvious on Chart 1, but the 
causal relationship can also be shown in detail. 

Building plans approved (which is an index of planned invest- 
ment in housing) tended to decline during 1930-31, and reached 
their trough in November 1931. But an uninterrupted rise did 
not occur until after July 1932, and it is more plausible to select 
the latter date as the true turning point. The apparent upward 
movement in the first half of 1932 can be explained as an irregular 
movement not unlike similar random fluctuations during the 
previous two years.1 After the war-loan conversion on July 1, 
1932, plans rose to a high level in October 1932. The significant 
fact is that they now remained at this level for the first time in 
three years. 

Recovery in building plans was initially due to the conversion 
operation, which had two effects: on the supply side of the 
market for funds, the building societies were feeling the heavy 
influx of savings, and knowing that mortgage rates would event- 
ually have to be reduced, they encouraged builders to start 
construction. On the demand side, the builders also felt pressure 
from prospective home-owners, who were motivated by a pro- 
spective reduction in carrying charges. This anticipated decline 
in mortgage rates was confirmed in September, when most of the 
large building societies reduced their lending rates by 3%. The 
conditions for a boom were now satisfied, and building plans rose 
steadily until mid-1934. 

The increase in building plans did not precede but followed 
the reduction in interest on the war debt by 14%. The smooth- 
ing effect of using quarterly averages for changes in building plans 
and interest rates has hitherto obscured the true turning point, 
which came seven months after the minimum reached in November 


1931. 


1 Seasonal variation has been extracted from the Plans Approved series. 
Random fluctuations were important because of the effect which the planning 
of large housing estates could have had on monthly aggregates of only £3-4 
million. 
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House completions showed their first significant rise in March 
1933. These completions related to plans formed in mid-1932, 
when interest rates were known to be falling. Completions con- 
tinued to rise throughout the period of successive reductions in 
mortgage interest rates, and levelled out in 1935. The first and 
second reductions in mortgage rates were both followed, after a 
6-7-month lag, by a sharp rise in building completions. After 
1935 building activity levelled off at 250% of 1930, and a third 
decline in interest rates did not give a lift to housebuilding. This 
was simply due to the fact that the demand for middle-class 
houses had by this time been filled. 

It therefore seems possible to explain a considerable part of 
the building boom in terms of interest-rate changes. The coinci- 
dence of the upsweep in demand and decline in lending rates is 
indeed very striking. It has also been shown that a fall of 1% 
in mortgage rates was equivalent to a fall of 12% in initial capital 
costs. This reduction, superimposed on a situation in which 
costs had already fallen considerably, while real incomes were 
relatively high, provided all the necessary and sufficient con- 
ditions for a boom in housing. The changing structure of interest 
rates was already under way in mid-1932, but the war-loan con- 
version brought about a reduction in all rates, mortgage rates 
included, and thus stimulated both demand and supply of mort- 
gage funds. 

Two conclusions can be drawn from this analysis : (1) interest 
rates could and did have an important effect on investment in 
houses and (2) the cheap-money policy stimulated the building 
boom, and in fact provided a condition without which a boom of 
that magnitude would not have occurred. 

R. M. MacInrosu 
Trinity College, 
Cambridge. 





Tue Rowe or Increastna Lasor Costs anp DECLINING 
Prorit MARGINS IN THE RECESSION OF 1937-38. 


RECENTLY several articles in which the possible causes of the 
1937-38 recession have been analysed have appeared in the 
various economic journals. In many of the earlier analyses of this 
recession the rise in wage-rates during 1937 was considered to be 
a dominant factor in causing the sharp recession which began in 
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that year. In one of the more recent articles on this subject 
K. D. Roose attributes to this factor a role of major importance. 
After surveying the various possible causes for the 1937 recession, 
he concludes that, ‘‘ Most important of all, though, was the declin- 
ing profitability of investment which began in the first quarter of 
1937 and resulted from increased costs, of which labor costs were 
the most important.” In a later article in the Economic 
JournaL, M. D. Brockie, while recognising the importance of 
rising wage-rates and declining profit margins during this period, 
suggests that more definite proof of the causative impact of this 
factor is needed.? With this one can most heartily agree. The 
purpose of this note is to show that there is an embarrassing lack 
of “ proof ”’ for the contention that a reduction in profit margins 
caused by the rise of wage-rates was the major factor in causing 
the recession of 1937. This, of course, does not preclude the 
possibility that the rise of wage-rates was an important factor in 
this recession for causes other than its direct effect on profit 
margins. 

First, the date at which the recession is assumed to have 
begun must be established. There is some reason for setting the 
date at September 1937, when the sharp fall in industrial pro- 
duction began. But prior to this, in April 1937, there had been 
a falling off of orders for new capital goods at approximately the 
same time as there was a collapse of commodity speculation.‘ 
Hence it would appear that the earlier date marks the actual 
beginning of the recession, even though the drastic decline in 
industrial production did not start until several months later.® 

To evaluate the role that may have been played by rising 
wage-rates encroaching upon profits, and thereby causing the 
downturn of 1937, it is helpful to compare the changes in unit 
labor cost and prices during the period. Using the year 1936 
as a base, the index of unit labor cost in all manufacturing in- 


1 See, e.g., S. H. Slichter, ‘‘ The Downturn of 1937,” Review of Economics and 
Statistics, May 1938, pp. 104-5; H. G. Moulton, “‘ Technological Development 
in Relation to Economics,” Electrical Engineering, February 1938, p. 54; J. H. 
Williams, ‘‘Free Enterprise and Full Employment,” Financing American 
Prosperity, P. Homan and F. Machlup, eds., New York, 1945, p. 369. 

2 K. D. Roose, ‘‘ The Recession of 1937-38,” The Journal of Political Economy, 
June 1948, p. 246. 

3 M. D. Brockie, ‘‘ Theories of the 1937-38 Crisis and Depression,’’ Economic 
JOURNAL, June 1950, p. 310. 

« §. H. Slichter, loc. cit., p. 99. 

5 Roose, along with other students of the subject, agrees that various danger 
signs had begun to appear in the first five months of 1937. See K. D. Roose, loc. 
cit., p. 240. 
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dustries } rose by 3-7% during the first quarter of 1937, while for 
the same period the index of wholesale prices of all manufactured 
products * rose by 5-6%. In the second quarter of 1937, the 
index of unit labor cost rose by 6-6% above its 1936 average 
compared with a rise of 6-8% in the index of wholesale prices for 
the same period. In the third quarter of 1937, the index of unit 
labor cost was 9-4% and the index of wholesale prices 8-5% 
higher than their respective levels in 1936. It is only in the last 
quarter of 1937 that there is a significant divergence in the two 
indexes. In that quarter the index of unit labor cost continued 
to rise to a level 20% above its 1936 average, while in the same 
quarter the index of wholesale prices was only 5-8% above its 
1936 average. It is seen that it was not until the last quarter of 
1937 that unit labor cost rose out of proportion to the rise in 
wholesale prices, and hence a decline in profit margins for this 
cause could not be expected to occur until this quarter. 

Indeed, there was no significant decline in profits until the last 
half and perhaps not until the last quarter of 1937. Roose warns 
us that in order to substantiate his conclusion, “ It is therefore 
extremely important to establish beyond question that profits 
began to decline in 1937.” % This warning should be carefully 
heeded. Using the profit figures provided by Barger, which 
Roose considers to be the best available, it is seen that in the 
recovery period of 1933-37, profits were at their peak in the first 
quarter of 1937 and did not begin to decline substantially until 
the third and fourth quarters of that year.‘ Other quarterly 
profits series do not indicate a definite decline in profits until the 
last quarter of 1937.5 

Hence, in the light of the close correspondence between unit 
labor cost and prices and the relatively high level of profits for at 
least the first half of 1937, the question of why there was a 

1 This index of unit labor cost for all manufacturing industries has been 
derived}by dividing the index of factory payrolls by the index of production of 
manufactures and multiplying by 100. Source for the index of production of 
manufactures: Board of Governors of the Federal Reserve System, Federal 
Reserve Bulletin, July 1940, p. 826. Source for the index of factory payrolls : 
U.S. Bureau of Labor Statistics, Handbook of Labor Statistics, 1941, Bulletin No. 
694, p. 169. 

2 Source for the index of wholesale prices of all manufactured products : 
U.S. Bureau of Labor Statistics, Handbook of Labor Statistics, 1941, Bulletin No. 
694, pp. 733-4. 

3 K. D. Roose, loc. cit., p. 246. 

“ See Harold Barger, Outlay and Income in the United States, 1921-1938, 
National Bureau of Economic Research, New York, 1942, p. 299. 

5 See, e.g., M. D. Brockie, loc. cit., p. 309. 

® J.e., the level of profits was high relative to the entire recovery period of 
1933-37. 
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decline in new orders for capital goods as early as April 1937 does 
not seem answerable by the explanation that rising labor costs 
encroached upon profits. 

It still may be, of course, that the rise in labor costs had 
adverse effects on the economy for causes other than its direct 
effect on profits. For one thing, the higher level of prices, caused 
largely by the rise in labor costs, may have led to some consumer 
resistance. Further, the high level of costs and prices in the 
construction industry undoubtedly contributed in some measure 
to the decrease of this very important source of spending. In 
addition to this, the continued rise in unit labor cost in the latter 
quarters of 1937 may well have been a factor in causing the re- 
cession to degenerate into a very sharp collapse instead of a more 
moderate one. This latter point of view lends support to the 
thesis that the increase in wage-rates at a critical period in the 
economy (immediately after a downturn had set in) was a factor 
adding fuel to the recession already begun, but does not provide 
the answer for the cause of the recession in its earliest stage. 
Finally, the increase in labor costs may have led to a reduction of 
investment by causing a decrease in profit expectations. 

These are all valid arguments in favor of the contention that 
the sharp rise in wage-rates in 1937 was a major factor in causing 
the recession of that year. However, the oft repeated contention 
(and the one recently offered by Roose) that a decrease in profit 
margins caused by the rise in wage-rates was the dominant factor 
in causing the recession of 1937, turns out to be highly suspect. 

Wru1am Hamovircr 
University of Buffalo. 





Tue Usr or Home Resources To SAVE Imports: A REJOINDER 


May we make a rather belated rejoinder to the comments 
which Mr. MacDougall has made in the Economic Journat of 
last September on our Article, under the above-title, published 
in the Economic JourNAL of March 1950.1 

Mr. MacDougall is an idealist in the best sense of the word. 
He believes that in a world of monopolistic competition the 
British government should not behave monopolistically, in the 
hope that others will follow the example.? Following Scitovszky 


1 We are grateful to Mr. H. S. Johnson for some technical assistance in the 
preparation of this note. 

* Another, and in our view more questionable example of this idealism lies 
in his assumption of perfect competition at home. It can be shown that if this 
is dropped the figure for the optimum tariff is reduced. For the small scale 
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and others,’ he suggests that in international trade such mono- 
polistic behaviour would lead to a general low-level equilibrium 
in which most individual countries, especially the United King- 
dom, would be worse off. 

Now it would seem to be fairly generally agreed that govern- 
ment intervention in the internal economy should (subject to 
well-known qualifications) normally aim at the equilibria which 
would theoretically be reached in a perfect market. But where 
government is operating in international trade, acting for the 
whole nation as for a single individual, one might at. first sight 
expect it to behave as a monopolist—except in so far as it wishes 
to behave altruistically towards humanity in general. The 
theory of imperfect competition tells us that if ordinary mono- 
polists behave thoroughly monopolistically they can, if they 
know how, achieve an equilibrium in which they are al] better off. 
But this is only because they can exploit. In the international 
field, once all governments have tumbled to the game there 
would be no one left to exploit, hence Mr. MacDougall’s plea. 
But the problem then becomes one of oligopoly-oligopsony, and 
the calculation of the theoretical resultant equilibrium would no 
doubt involve the Theory of Games.? Failing that the solution 
depends on general political and economic judgment applied to 
the particular world conditions of the time. 

The burden of our rejoinder would be that we were concerned 
with a more severely practical question than was Mr. MacDougall. 
This might now be restated as ‘“ Was the agricultural policy of 
the United Kingdom government, before the outbreak of the 
Korean war, generally aimed in the right direction as regards 





organisation of the agricultural industry, the homogeneity of its products and the 
system of fixed government buying prices must have created almost flat demand 
curves for the products of the individual United Kingdom farm ; hence the degree 
of monopoly must be much higher in industry than in agriculture. The value 
of the marginal product is thus higher in industry than agriculture and a correc- 
tion coefficient greater than unity must be applied to Mr. MacDougall’s P(1 + ¢) 
which, entering into the bottom line of the formula for the optimum, might 
considerably reduce its magnitude. However, it must be granted that Mr. 
MacDougall has left out other complications which work in the opposite direction. 

1 See T. de Scitovszky, A Reconsideration of the Theory of Tariffs, Review 
of Economic Studies, IX (1), 1941-42, pp. 89-110; R. F. Kahn, Tariffs and the 
Terms of Trade, Review of Economic Studies, XV (1), 1947-48, pp. 14-19. 

2 Is the problem akin to a general non-constant-sum game, such as is con- 
templated in Von Neuman and Morgenstern, Theory of Games and Economic 
Behavior (Princeton, 1947), Chap. XI, Section 64? Both Kaldor and Scitovszky 
recognise cases where the country behaving monopolistically is better off as a 
result, even though all others do likewise. See N. Kaldor, ‘‘ A Note on Tariffs 
and the Terms of Trade,’”’ Economica, New Series, Vol. VII, November 1940, 
pp. 377-80; Scitovszky, loc. cit. 
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expansion versus contraction?” It is perfectly possible for the 
answer to this question to be affirmative, while it remains true 
that the absurdly high optimum tariff—elegantly demonstrated 
by Mr. MacDougall to derive from our reasoning—would prob- 
ably, if imposed, lead eventually to a reduction of real income 
in this country. For surely most people would support our 
general economic and political judgment that at the present level 
of restriction, marginal reductions in United Kingdom output (or 
cancellation of planned marginal increases) coupled with corre- 
sponding relaxation of restriction on imports would not lead 
the Argentinians, for example, to lift quantitative restrictions 
on our “less essential” exports, or the Americans to reduce 
their tariffs. At the same time we on our part would support 
Mr. MacDougall’s general judgment that if the United Kingdom 
pursued a thoroughly monopolistic policy, imposing restrictions 
equivalent to the optimum tariff on every imported commodity, 
she would soon finish up worse off as a result of retaliation. 
This is the more true in the light of Mr. MacDougall’s very valid . 
‘point about long-term elasticities. 

If, then, it is agreed that both Mr. MacDougall and ourselves 
are right in our respective contexts—we in respect of short term, 
specifically agricultural, policy, and he in respect of general long- 
term trade policy—what is right for the United Kingdom in both 
contexts ? 

The right course surely depends, as so often, on the view one 
takes of the future world level of employment and activity. If 
the United Kingdom were attempting to maintain a high level 
of activity while the rest of the world was not, we would submit : 


(i) that exchange-rate adjustment would not alone yield 
equilibrium—some quantitative measures, and some calcula- 
tion of the type we demonstrated, would also be essential ; 

(ii) that the United Kingdom would not be able to afford 
to refrain from monopolistic behaviour (in the special sense 
of this discussion) in her international trade, and would lose 
little by not refraining; her action would be unlikely to lead 
to an equilibrium lower than that already brought about by 
the failure of full employment in the outside world. 


At a time such as the “ present,” 1 when external activity is 
high and an equilibrium exchange rate for sterling appears to 
have been found, we would agree that less agricultural protection 
is desirable, and less necessary. We would also agree that we 
can afford, in the interest of maximising world trade and income, 

1 Defined to mean before the outbreak of the Korean war. 
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to refrain from a certain amount of otherwise desirable mono- 
polistic behaviour. But agriculture cannot be turned on and off 
like a tap; therefore the United Kingdom must, until she comes 
to be assured of perpetual world full employment, pursue some 
middle path by way of security against external recession (and 
for that matter against war). We would thus still contend that 
the present United Kingdom agricultural programme appears in 
fact to represent such a middle path. 

Austin ROBINSON 

Rosin Magris 





OFFICIAL PAPERS 


Statistics oF THE BALANCE OF PAYMENTS 


A FEATURE of economic statistics during the past few years is 
the improvement of balance-of-payments statistics. Each of the 
two volumes under review makes a notable contribution to this. 
The Balanceo f Payments Y earbook, recently published by the Inter- 
national Monetary Fund,! represents a massive and on the whole 
very successful effort to produce in a standard and comparable 
form the balance-of-payments estimates of some sixty countries. 
In the case of the latest United Kingdom Balance of Payments 
White Paper,? a good deal of attention has been paid, quite 
rightly, to the improvement in the nation’s economic position 
disclosed by it. Much less notice has been taken of the changes 
in the statistical basis of the estimates introduced in this White 
Paper. These changes involve both some revision of the methods 
of calculation and, more particularly, a re-grouping and an 
amplification of the details of the various items in the balance of 
payments. They merit close study by all those more than super- 
ficially interested in the overseas transaction of this country. 

As now set out, the current account is “‘ based on estimates of 
transactions, involving changes in ownership, as in national in- 
come statistics” (Cmd. 8065, p. 5). These are transactions 
between residents of the United Kingdom and non-residents, 
recorded in value at the time df the change in ownership of goods 
or of the rendering of services. Though it is difficult to realise 
this more than very approximately in practice, the results are 
generally better, and certainly tidier, than the previous method 


1 Balance of Payments Yearbook, 1948 and Preliminary 1949, prepared by 
Balance of Payments Division (Walter R. Gardner, Chief) International Mone- 
tary Fund, Washington, U.S.A., 1950. 

2 United Kingdom Balance of Payments 1946 to 1950, Cmd. 8065, October 1950. 
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(as in Cmd. 7928) of recording payments and receipts, with 
numerous exceptions. 

For merchandise, change in ownership of United Kingdom 
imports is known to be generally in the country of origin at or 
before shipment. Since this change in ownership tends to corre- 
spond with payments for imports, the revised calculation makes 
little difference in practice as compared with the previous method 
based on payments. This is so at present, though the difference 
may become more important, e.g., if the method of bulk-purchas- 
ing by the government is changed. For United Kingdom exports, 
the timing of change in ownership and methods of payment are 
less well known to Exchange Control. For balance-of-payments 
purposes, ownership is assumed to be transferred on or after 
arrival in the country of destination. A similar assumption was 
made previously for receipts from exports so that, again, there is 
little difference in practice between the old and the revised 
calculations. 

The main differences in the treatment of merchandise on the 
new basis consist of improvements in coveruge. Exports now 
exclude progress payments, and imports exclude goods from 
United Kingdom-owned stocks held overseas and paid for during 
the war. The latter were previously included in imports and 
offset by a notional receipt in the “ invisible ” account. On the 
other hand, both imports and exports now include silver, dia- 
monds and gift parcels. Previously, silver and gift parcels were 
omitted and diamonds were thrown into the miscellaneous item 
in the “‘ invisible ”’ part of the current account. The items enter- 
ing into the differences fluctuate greatly from year to year. In 
general, it appears that the new inclusions exceed the omissions, 
i.e., the values of both imports and exports are now higher than 
previously. It also appears that the increase is greater for exports 
than for imports, so that the deficit on merchandise account tends 
to be lower on the new than on the old basis. 

It follows that the merchandise deficit in the balance of pay- 
ments will continue to differ from that shown in the Trade and 
Navigation Accounts. There are three differences : 


(a) Valuation. The Trade Accounts value imports c.i-f., 
whereas f.o.b. values are used in the balance of payments. 

(b) Coverage. The Trade Accounts exclude trade in 
silver, diamonds and second-hand ships which are included 
in the balance of payments; and trade with the Channel 
Islands is included in the Trade Accounts but not in the 
balance of payments. 
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(c) Timing. The Trade Accounts take trade on arrival in, 
or shipment from, United Kingdom ports; the balance of 
payments is based on change in ownership, roughly at or 
before shipment from foreign ports and at or after arrival in 
foreign ports. 


As regards (a), import values in the Trade Accounts can be 
reduced, more or less roughly, to the f.o.b. basis of the balance 
of payments by deduction of an allowance of insurance and freight 
charges. Under (b), trade with the Channel Islands can be 
eliminated from the Trade Accounts data, but it is not possible, 
at present, to allow for silver, diamonds and second-hand ships. 
The merchandise deficit in the Trade Accounts is likely to be too 
high because of the omission of these latter items. 

There remains the important factor (c), which is difficult to 
assess since differences in timing will vary from year to year, e.g., 
with the changing composition of imports and exports. Some- 
thing can be said when, as now, the value of trade is increasing 
over time. Imports recorded in the Trade Accounts as arriving 
in this country in any period were actually transferred in owner- 
ship and shipped in an earlier period, whereas those shown in the 
balance of payments arrive later. So, with the value of imports 
increasing over time, the value recorded in the Trade Accounts is 
lower than that shown in the balance of payments for the same 
period. Similarly, exports recorded in the Trade Accounts are 


TABLE I 


United Kingdom Merchandise Deficit 
(£ million; imports f.o.b. less exports and re-exports f.o.b.) 





Year. First half. 





1948. | 1949. 1949. 1950. 





Balance of payments definition 





(Cmd. 8065) . : ; : 207 147 43 108 
From Trade Accounts with lags in 
Imports. Exports. 
(1) Nil Nil 146 141 56 62 
(2) 1 month 1 month 205 160 51 106 
(3) 2 months 1 month 217 177 83 134 
(4) 2 months 2 months 263 191 88 156 

















Note.—Trade Accounts data first wdjusted by exclusion of trade with Channel 
Islands and by deduction of 14% (1948), 13% (1949) and 123% (1950) from value 
of imports (c.i.f.) for insurance and freight. Various lags are then applied. For 
example, under (2), imports are taken one month later and exports one month 
earlier, i.e., for 1948, imports are for the twelve months ending January 1949, 
and exports for the twelve months ending November 1948. 
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not transferred until later on and, with exports increasing in value 
over time, the value in the Trade Accounts is higher than that in 
the balance of payments for the same period. Hence, under 
conditions of increasing trade, the merchandise deficit in the 
Trade Accounts (on an f.o.b. basis) is lower than the deficit in the 
balance of payments for the same period. 

In Table I, the Trade Accounts data are adjusted by the 
exclusion of the Channel Islands and, roughly, by a deduction for 
insurance and freight on imports. Alternative lags are then taken 
to convert arrival in, or departure from, United Kingdom ports to 
the balance-of-payments basis of transfer of ownership. No 
attempt is made, however, to allow for difference of coverage 
(silver, diamonds and second-hand ships), so that the adjusted 
deficits from Trade Accounts data are likely to be too high. 

Table I then illustrates how difficult, if not impossible, it is 
to forecast the trend in the merchandise deficit in the balance of 
payments, from recorded trade data. It does give some support 
for a rough adjustment on the following lines. From the recorded 
value of trade in any year, deduct trade with the Channel 
Islands, reduce imports to an f.o.b. basis by deducting an appro- 
priate percentage (e.g., 14% in 1948), apply a lag of about four 
weeks to exports and a lag in the opposite direction of perhaps 
four to six weeks to imports. There is, however, nothing fixed 
about these allowances; they can change from year to year. 
Moreover, even this complicated adjustment does not allow for 
the difference of coverage (silver, diamonds and second-hand 
ships) which may easily make the merchandise deficit in the 
balance of payments sense substantially lower than any adjusted 
figure from the Trade Accounts. 

The present calculations of the balance of payments still 
regard stocks of imports and exports afloat as being in British 
ownership. Hence increases in these stocks must count, for 
national income purposes, as domestic investment and not as 
overseas investment. This item was carried in the latest White 
Paper on National Income and Expenditure as “increase in 
foreign trade credit outstanding ” (Cmd. 7933, Table 2, p. 7) 
and a similar item, though perhaps with a different description, 
must appear in the next issue of the White Paper. 

For invisible items there are numerous changes in the revised 
basis of calculation of the balance of payments. In addition to 
merchandise, the current account must include income from ser- 
vices rendered and from overseas investments and the correspond- 
ing expenditure items. A complete list would be a long one: 
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films, travel, shipping, interest, profits and dividends, net over- 
seas earnings of oil and insurance companies, profits accruing from 
abroad to merchants, royalties to authors and publishers and so 
on. The “ordinary” expenditures of government must be 
added to the list, i.e., military, diplomatic and administrative 
expenses Overseas, together with the similar expenditures in the 
United Kingdom by overseas governments and international 
organizations. Receipts from the disposal of government stores 
held abroad and the net outcome of war settlements are to be 
included in this category.1_ A further item is the release of gold 
for industrial purposes which may be treated as an invisible 
item. Practically all these invisible items are now included in 
the revised current account (cf. items 2-7 in Table IT below). 
Items which are now stated to be allowed for, though not separ- 
ately distinguished, include disbursements in the United King- 
dom by international organisations, overseas profits of merchants 
and industrial gold, the last being taken as “sales to home in- 
dustry of non-monetary gold.” 

The most important of the changes in calculating the invisible 
items is the treatment of the expenditures on overseas investment 
by British oil companies and, as a similar but smaller item, by 
government-sponsored development corporations. These ex- 
penditures were previously regarded as payments on current 
account, i.e., the investment was treated as domestic. Conse- 
quently, the White Paper on National Income and Expenditure 
has hitherto shown, though without a separate estimate, an entry 
“investment abroad by oil companies ”’ under domestic capital 
formation (cf. Cmd. 7933, Table 2, p. 7). Such expenditures are 
now omitted from the current account so that the investment 
appears, as it should, as an item in the capital account. The 
entry in the National Income White Paper will no longer be 
needed; investment abroad by the oil companies will be one 
constituent of the entry for overseas capital formation. 

The “ Other” category in the revised current account (cf. 

1 Some of the “ordinary” expenditure of government, particularly that 
included under ‘‘ military,” consists of the acquisition of property and other 
fixed assets. It might be argued that this represents investment so that the 
expenditure concerned should be omitted from the current account. However, 
though not completely satisfactory either way, it is at least conventionally 
agreed that all military, diplomatic, etc., expenditure be counted as current 
(cf. IL.M.F., Balance of Payments Manual). It follows that, since all military 
expenditures abroad are current, the receipts from the sale of military stores 
held overseas must also be treated as a current credit. They are not to be 
regarded as receipts from the disposal of assets, to be entered in the capital 


account. This does mean that, in some years, government ‘“‘ ordinary "’ trans- 
actions include large receipts of an exceptional nature. 
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item 7, Table II below) shows a larger credit entry than previously 
because of the omission of investment expenditures by the oil 
companies. However, the differences appearing in Table II 
must not be attributed to this one change, i.e., they do not measure 
the extent of overseas investment by the oil companies. There 
are many other changes in this miscellaneous category. A 
reconciliation of the old and revised figures might proceed, very 
roughly, as follows. In 1948 the old figure (in Cmd. 7928) for 
the ‘“‘ Other” category was a credit of £107 million. This in- 
cluded a small net credit for trade in diamonds (now in mer- 
chandise trade) and a notional credit to offset the inclusion of 
imports from overseas stocks (now no longer needed). On the 
other hand, as a debit item, the figure included private overseas 
remittances and funds taken by migrants to non-sterling area 
countries; these items are now included in a quite separate 
category as described below. Other changes in coverage arise 
from the general revision, e.g., credits added for such new items as 
the profits of overseas merchanting and debits for non-monetary 
gold sold to the home trade. The net effect of all this is probably 
to raise the old figure to £115 million or more. Apart from over- 
seas oil investment, final adjustments are the omission of capital 
transactions such as sales of property (probably a credit in 1948) 
and of an allowance (a substantial credit in 1948) for “‘ errors and 
omissions on current account ’”’ which has now been dropped. 
The original figure is then reduced, probably to less than £100 
million. The revised calculations show £153 million, excluding 
films as in Table II. Hence the net overseas investment by the 
oil companies may have been about £60 million in 1948.1 This 
was probably the peak year in the post-war expansion, now 
reflected in the growing “ invisible ’ income on oil account (which 
is merged with the miscellany of “ other ”’ items). 

This ‘‘ Other ” category is large and miscellaneous. We are 
now told a good deal more about the nature of the services 
comprised within it, but neither separate estimates nor indications 
of the orders of magnitude of the constituents are provided. This 
is to be regretted, however inevitable it may be in the present 
state of knowledge, since it is important for many purposes to 
have figures for some of the larger constituents and, particularly, 
to have gross credit and debit entries instead of a single net figure. 


1 It may be noticed that the Economic Survey for 1949 (Cmd. 7647, p. 50) 
gave a figure of £83 million for the overseas investment of the oil companies in 
1948. This must certainly be a gross figure, including maintenance and replace- 
ment (though probably not local labour costs), whereas the item in the balance 
of payments is net investment. In any case, it must have been a broad estimate 
at the time, and it was not repeated in the Economic Survey for 1950. 
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So much of the current account is given in gross terms that it is 
a pity that the miscellaneous category is only given net. 

There remain for consideration the items on international 
account which are unilateral transfers, and not transactions in a 
strict sense. The recommendation of the International Monetary 
Fund (in its Balance of Payments Manual) is that all such items, 
whether private or governmental, should be grouped together in 
a separate category of ‘‘ Donations” and added to the current 
account. The official British position on this matter has pre- 
viously been far from clear. The revised calculations are more 
definite on the question. In the first place, practically all uni- 
lateral items on private account are separated off in a category 
called “‘ migrants’ funds, legacies, private gifts’’ and included 
in the current account. Previously these were included in part 
in the current account (e.g., funds of migrants to non-sterling 
area countries), and ‘- art left to the capital account (e.g., 
funds of migrants to the sterling area). This unsatisfactory 
distinction now disappears, and all items, whether in cash or in 
kind, whether to and from the sterling area or not, are put in the 
same category, and separately distinguished. It is to be noticed 
that, even if gifts take the form of gift parcels, they are to be 
entered in this category as well as on the opposite side of the 
account under merchandise.* 

Secondly, some of the unilateral items on government account 
are shown separately and included in the current account. These 
comprise colonial grants, relief and rehabilitation (i.e., contribu- 
tions to U.N.R.R.A. and I.R.O.), the net cost of civilian supplies 
and services to Germany. Their inclusion in the current account 
is justified in the White Paper on the grounds that they ‘“‘ may be 
regarded as the fulfilment of inescapable commitments of a 
country with extensive overseas connections and responsibilities ”’ 
(Cmd. 8065, p. 5). The I.M.F. would include them in the current 
account as part of a wider category of “‘ Donations.”” The ques- 
tion which arises is: if these items are to be counted as current, 
why not others of a similar nature? If U.N.R.R.A. contributions 
and colonial grants are current payments, why not grants under 
the Intra-European Payments Agreement? .And why are not 
E.C.A. grants counted as current receipts? This point will be 
taken up again later; meanwhile the unilateral items which are 


1 On a double-entry system in the balance of payments, unilateral items, like 
other items, appear twice, once as a credit and once as a debit. For a gift in 
kind, both entries are in the current account; for a gift in money, the second 
entry is in the capital account, 
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included in the revised current account are shown separately in 
Table ITI below. 

The capital account has been entirely re-cast in the new White 
Paper, and in its new form it is described as the “ investment and 
financing account.” This is a more adequate description of an 
account which includes E.C.A. grants, etc., and which aims at 
describing the financing of the balance of current transactions, 
not only in total, but also for each of the main geographical areas. 


TABLE II 


United Kingdom Current Account 
(£ million; net credit +, net debit —) 























1948. First half 1949. | First 
half 
1950. 
Cmd. Cmd. Cmd. Cmd. Cmd. 
7928. 8065. 7928. 8065. 8065. 
1. Merchandise . , - | —216 — 207 —57 —43 —108 
2. Films. P : -| — 10 — 10 — 3 — 3 — 4 
3. Travel . . . -| — 33 — 33 — 9 — 7 — 6 
4. Shipping + 76 + 76 +47 +47 + 57 
5. Interest, profits and divi- 
dends . . + 65 + 72 +25 +26 + 43 
6. Government ordinary 
transactions * — 53%| — 46 —597/ —48 — 42 
7. Other services ‘ - | +1074) +153 +584| +78 +141 
8. Total mew and services * 
(Items 1-7) . —-e | + 6s] +83 +50 | + 81 
9. Migrants’ funds, legacies, 
rivate gifts : —* — 44 —* —18 — 8 
Other government : 
10. Relief and Germany -| — 31 — 31 —13 —12 — 10 
11. Colonial grants . -|— 10 — 10 — 4 — 4 —- ill 
12. Total current account 
(Items 8-12) . - | —105 — 80 —15 +16 + 52 














1 Military, diplomatic, administrative, etc., including disposal of stores held 
abroad, war settlements, etc. Receipts from India and payments to India and 
Pakistan (agreement of 1948) are included. The figures from Cmd. 7928 also 
include some miscellaneous items handled otherwise in Cmd. 8065. 

® Services here include interest, profits and dividends; this designation 
follows I.M.F. practice (cf. Balance of Payments Manual). 

3 Excluding colonial grants (in item 11). 

* Part of item 9 is included in item 7, and part excluded altogether, in Cmd. 
7928. 


In achieving this, the account needs to summarise a whole complex 
of capital transactions, including the transfers of sterling, gold, 
foreign exchange and United Kingdom assets and liabilities 
between the main areas. However, the item “ capital account ” 
can still be used as a short and convenient label. 

The previous form of the capital account started from the 
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gold and dollar deficit of the whole sterling area; it then pro- 
ceeded to add the movements of capital increasing or decreasing 
the external assets or liabilities of the United Kingdom, and the 
changes in sterling liabilities, to reach a total for overseas invest- 
ment or disinvestment. The total was equated to the surplus 
or deficit on current account. This old form of the capital account 
can be set out as follows (but using revised figures as in Cmd. 
8065) : 
TaBLe III 


United Kingdom Capital Account, Old Form 
(£ million; net investment +, net disinvestment —) 























First half] First half 
1948. 1949. 1950. 

Total overseas investment or disinvestment 

(equals surplus or deficit on current account) | — 80 + 16 + 52 
Change in United op cm external capital 

assets, etc. (increase + +139 +131 +107 
Change in United alee ‘sterling liabilities 

(decrease +, increase —) . +204 +124 —133 
Gold and dollar account of Sterling Area (sur- 

plus +, deficit —) . —423 — 239 + 78 
Financing of gold and dollar surplus or deficit : 

Grants (E.C.A.) , ° ° — 149 — 98 —152 

Loans (Credits, E.C.A.) ? é ° ° ° —1877; — 82 — 32 

Drawings on I.M.F. * . ° -| — 32 - 8 — 

Change in gold and dollar reserves. ° — 54 — 51 +262 





1 Including E.C.A. loans to Irish Republic and drawings on I.M.F. by rest 
of Sterling Area, both of which are offset in the capital account category ‘‘ Change 
in United Kingdom external capital assets, etc.’’ as shown above. 

2 Including gold loan from South Africa (£80 million), repaid in sterling in 
1949. 

This was only a partial statement, for it was necessary in a 
further table to relate the gold and dollar deficit of the sterling 
area to chances in the gold and dollar reserves held by the United 
Kingdom. it was only in this further table that the U.S. and 
Canadian credits, E.C.A. grants and loans and other sources of 
gold or dollars were brought into the account. A summary of 
the further table is included in Table III above. Moreover, 
though this arrangement arose naturally out of the post-war need 
to concentrate attention on the deficit in gold and dollars, it led 
to some confusion of thought. The capital account is a balance 
sheet arising out of the trading activities of the United Kingdom 
in relation to the rest of the world. This is to be distinguished 
from the activities of the United Kingdom as international 
bankers, to which the gold and dollar deficit of the whole sterling 
area relates, and which needs quite separate analysis. 
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When the old capital account and the further analysis of the 
gold and dollar deficit are brought together as in Table III, it is 
evident that the deficit of the sterling area in gold and dollars 
need have no place in the account. The revised form of the capital 
account, in recognising this, dispenses with the gold and dollar 
deficit and throws together all the items shown in Table ITI in a 
re-arranged form. This is in addition to the changes in the con- 
tent in the capital account consequent upon the revisions in the 
eurrent account. 

Apart from inter-area transfers, which play ’ eir part in a 
regional analysis but not in an overall account, the revised capital 
account distinguishes three categories of items : 


(a) Grants by E.C.A. and through the Intra-European 
Payments Agreement (I.E.P.A.), and similar items such as 
the Australian and New Zealand gifts and revaluation pay- 
ments by the United Kingdom, all of a unilateral type. 

(6b) Overseas investment and disinvestment, limited to 
long-term transactions by the government (lending, borrow- 
ing and repayment) but including all private capital trans- 
actions. 

(c) Changes in sterling liabilities (as customarily defined), 
in official holdings of non-dollar currencies (by the Exchange 
Equalisation Account), and in gold and dollar reserves. 


These add to the total of investment and financing required to 
account for the surplus (or deficit) on current account, as reached 
in Table IT. 

As a variant, we can start with the current account surplus 
or deficit and then subtract the grants, etc., of category (a), 
noting that other grants and all private transfers are already 
deducted in reaching the balance on current account. The 
difference so obtained represents net investment or disinvestment 
on capital account proper, which can be analysed as indicated in 
categories (b) and (c) above. The analysis is shown in Table IV. 

Grants, gifts and other transfers of a unilateral nature (7.e., 
*‘ donations ” in the terminology of I.M.F.) are split between 
the current account (Table II) and the capital account (Table 
IV) in the revised calculations. There is considerable justification 
for this, not perhaps as a general practice, but as a suitable method 
of presentation of the balance of payments of this country under 
present conditions. The items included in the capital account 
represent transfers such as E.C.A. grants which are “ directly or 
indirectly connected with payments difficulties and their solu- 
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tion,” while the items in the current account can be described as 
“inescapable commitments ” (Cmd. 8065, pp. 5-6). This dis- 
tinction is drawn, not only in the balance of payments, but also 
in the official national income accounts; the Balance of Payments 
White Paper is following national income practice as represented 
by the White Paper on National Income and Expenditure.! 
Moreover, the distinction between grants and loans by E.C.A., 
which appear respectively in items 2 and 6 of Table IV, depends 


TaBLE IV 
United Kingdom Capital Account, Revised Form 


(£ million; net investment +, net disinvestment —) 





First half | First half 
1948. 1949. 1950. 





2. Grants, ete. } +138 | +71 | 4111 
+ 58 | + 87 | +163 





| 
1. Current account (urplas +, deficit >) : — 80 + 16 + 52 


3. Overseas investment (Items 1-2) 











Private capital transactions : 
4. Sales and redemptions of non-sterling area 
investments 5 : —181 — 27 — 23 
5. Other transactions (net) 2 " ‘ . +246 + 654 + 50 
Government capital transactions : 
6. New loans (net) . . ‘ ; —176 — 71 — 18 
7. Repayment of loans (net) q ‘ + 18 + 52 + 7 
8. Change in U.K. sterling liabilities 
(decrease +, increase —) +204 +124 —133 
9. Change in official holdings of non-dollar 
currencies (increase +, decrease —) + 1 + 6 + 18 
10. Change in gold and dollar reserves (in- 
crease +, decrease —) ; . ‘ — 54 — 51 +262 








1 Grants by E.C.A., through I.E.P.A., Australia and New Zealand gifts, 
revaluation payments by the U.K. The figures are net receipts of grants, etc. 
2 In the main private, but including some government transactions. 


on the administration of E.C.A. aid, and may not be decided until 
after the amount of total aid is known. To assign grants to the 
current account and loans to the capital account would merely 
stress a distinction which is to some extent arbitrary. 

We may, therefore, recognise that it is appropriate at present 
to split ‘‘ donations ’’ between the two accounts, just as it was 
previously convenient to stress the sterling area’s gold and dollar 
deficit by taking it as the starting point for the construction of 
the capital account. However, we must also have in mind con- 
siderations of statistical continuity and of international com- 
parability. In whatever form the accounts are presented, it is 


1 In Cmd. 7933, the Government Capital Account (Table 26) shows the 
grants, etc., of category (a) but not colonial grants and other unilateral 
transactions. 








190 THE ECONOMIC JOURNAL [MARCH 


most desirable that they should be capable of re-arrangement in 
some standard presentation, which can be retained over time and 
as between various countries. The I.M.F. has given much 
attention to the design of a standard form of accounts suitable for 
all countries (cf. Balance of Payments Manual). It is still not 
possible to convert the British balance of payments, as set out 
in the White Paper, into the I.M.F. standard form, even if the 
form is limited to the main items (numbered | to 16 in the I.M.F, 
standard schedule). However, the revised calculations make this 
more nearly possible than was previously the case. The main 
constituents of the current and capital accounts in Tables II and 
IV can be re-assembled as shown in Table V, in a form which is 
quite close to the broad requirements of I.M.F. 


TaBLE V 
United Kingdom Balance of Payments, Summary 


(£ million) 





First half 
1948. 1950. 





Receipts (+) or payments (— ) on: 
. Merchandise account s ‘ ‘ —207 
. Services account . ‘i 2 - ‘ +212 





. Total goods and services ‘ . ‘ + 5 
. Grants, gifts and transfers 3 = ‘ + 53 








. Total current transactions ; . s + 58 





Overseas investment (+) or disinvest- 
ment (—): 
. Private capital transactions . a P + 65 
- Government lending and meng ee : - — 158 — 19 
. Change in United Kingdom sterling lia- 
bilities, ete. : ‘ +205 +130 
. Change in gold and dollar reserves . - — 54 — 61 





. Total overseas investment ‘ . + 58 + 87 











1. Table II, item 1. . Table IV, items 4-5. 

2. Table II, items 2-7. - Table IV, itmes 6-7. 

4. Table II, items 9-11 + . Table IV, items 8-9. 
Table IV, item 2. - Table IV, item 10. 


The Yearbooks issued by I.M.F. provide tabulations from which 
the United Kingdom balance of payments can be compared with 
those of other countries, all set out as nearly as possible in the 
standard form. The convenience (to put it no higher) of the 

1 The second issue has recently been published by I.M.F. under the title 
Balance of Payments Yearbook, 1948 and Preliminary 1949 (Washington, 1950). 
In this issue, the tabulations for the United Kingdom are based, not on the latest 
and revised calculations, but on the previous estimates of Cmd. 7928. The 
I.M.F. notes that it has been limited to the official estimates, which have been 
re-arranged and supplemented from other published sources so as to conform 
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standard form of accounts is then apparent. The difficulty of 
the mixed nature of the category of “ donations ”’ (i.c., item 4 in 
Table V here) is overcome by reference to an alternative tabulation 
prepared by I.M.F. under the title “financing of international 
transactions.” The table for the United Kingdom shows some 
grants (e.g., relief and the net cost of supplies and services to 
Germany) under a category of “ special official financing,” and 
other grants such as E.C.A. aid under a final category of “ com- 
pensatory official financing.” However, the I.M.F. concept of 
“ compensatory official financing ” has peculiar difficulties of its 
own when applied in rigid form to different countries. In the 
case of the United Kingdom it serves to explain the financing of 
the gold and dollar deficit, but it seems far less appropriate to the 
relations between the United Kingdom and the rest of the sterling 
area. It would appear preferable for I.M.F. to maintain inter- 
national comparability in a standard form of the main tabulation 
of current and capital transactions (on the lines of Table V here), 
but to explain official financing, compensatory or otherwise, in a 
more flexible form which can be adjusted to the needs of separate 
countries. 

It is one matter that the balance-of-payments accounts of 
any country should conform to, or be capable of re-arrangement 
into, the main categories of the I.M.F. standard form; whether 
the I.M.F. requirements in detail should be followed is another 
question. The details called for (cf. Balance of Payments Manual) 
make up a formidable requirement for any country to satisfy, 
no matter how developed the country’s statistics may be. We 
may guess that the I.M.F. finds it desirable to ask for such detail, 
not so much for its own interest, but to enable the Fund to adjust 
each country’s estimates to bring them into line with the main 
categories of the standard form. The point which arises here is 
that, in the present state of statistical knowledge, we are far from 
the position where definite estimates, with the relevant margins 
of error, can be given for all items in the balance of payments. 





to the standard form as closely as possible. The new British estimates will 
make the Fund’s task somewhat easier when the next issue of the Yearbook is 
prepared. Cf. International Financial Statistics, October 1950, p. 4. 

1 For example, the I.M.F. makes an awkward distinction between the Aus- 
tralian and New Zealand gifts of 1947 and the later gifts of 1949; the latter are 
classed as ‘‘ compensatory,” the former not. Further, the I.M.F. tabulation 
on “‘ financing of international transactions ” is not comparable in form from one 
country to another. A transaction between two countries must appear (with 
opposite signs) in the table for each of the countries—but not at all necessarily 
in the same category of financing. For example, I.M.F. may classify the item 
as ‘‘ compensatory '’ for one country but not for the other. 
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There must be items so shaky in their basis that they do not bear 
inspection alone, and there must be an allowance for ‘“‘ errors and 
omissions.” The balance-of-payments accounts are complete 
in that they comprise all items, at least notionally, and balance 
out with an “ errors and omissions ” allowance. The question is 
how to show the uncertain components. Two cases can be dis- 
tinguished. First, a number of items may be thrown together 
into an aggregate. This may be because only rough estimates 
are available for them separately and aggregation is done in the 
hope that errors will offset each other. Or it may be because the 
sources of information provide a broad total but not the com- 
ponents which cannot be identified except on an incomplete or 
sample basis. Secondly, there must be a residual, or balancing 
item. If all important items are separately estimated, the 
residual is a simple allowance for “ errors and omissions.”” More 
usually, one or more items are not capable of separate estimation 
and the residual covers them, together with “errors and omissions ” 
from the rest of the account. 

Te insist upon subdivision of aggregates of these kinds is cal- 
culated to retard rather than to assist the development of balance- 
of-payments accounts. For example, the I.M.F. has set up 
income from insurance contracts (between residents and non- 
residents) as an item in the current account. Dependable esti- 


mates of this item are not at present possible in the United 


ce ” 


Kingdom, and the item is buried in the “ other services ”’ cate- 
gory (item 7, Table II). This practice, however necessary it may 
be, must not be an excuse for avoiding the attempt to refine esti- 
mates as and when opportunity offers. The revised calculations 
of the British White Paper do in fact show detail not previously 
distinguished, and they mark some advance towards meeting the 
full requirements of I.M.F. We expect further detail to be shown 
progressively in the future. 

The new estimates of the United Kingdom balance of pay- 
ments include two areas where detail is lacking. One is in the 
current account, the “ other services ” category (item 7, Table IT) 
examined above. This is an aggregate, in net form, of many 
items, none of which can be shown, as yet, as a separate figure. 
It does not now include any allowance for “ errors and omissions.” 

The other main area of uncertainty is in the capital account 
and consists of private capital transactions. Sales and redemp- 
tions of investments in the non-sterling area are separately classi- 
fied, as obtained from records of the operation of Exchange 
Control (item 4, Table IV), but all other private transactions are 
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lumped together (item 5, Table IV). This latter item must include 
net overseas investment by the oil companies, sales and redemp- 
tions of investments in the sterling area, new commercial invest- 
ments overseas and the whole complex of movements of funds 
from and into the United Kingdom, particularly from other parts 
of the sterling area. So little is known, in terms of firm statistical 
figures, that even when such estimates as are possible are made 
for the main constituents, there remains a large ‘‘ balancing item ”’ 
or residual required to square the capital with the current account. 
The whole of the residual for ‘“‘ errors and omissions ”’ is left in 
this capital account item, whereas previously it was spread be- 
tween the current and capital accounts; this ‘“‘should not be- 
taken to imply that full agreement between this account and the 
current account has been achieved by independent estimation of 
each, but only that there is a strong presumption that the major 
part of the residual is of a capital nature ’” (Cmd. 8065, p. 33). 
Clearly, the “‘ balancing item ” is so lagge because of lack of data 
on private capital transactions generally, and particularly on 
capital movements between the United Kingdom and the rest of 
the sterling area. 

In this connection, a long explanatory note in the White 
Paper (Cmd. 8065, p. 33) deserves close study. From the size of 
the “‘ balancing item,” it is deduced that there have been large 
and fluctuating unidentified flows of tunds to and from the United 
Kingdom, mainly of a capital nature. Among many other things 
the balancing item shows the effect of the changing relation 
between transfer of ownership (as taken in the current account) 
and payments and receipts for merchandise, which has clearly 
been a feature of the last few years. In 1946 there was an un- 
identified inflow of perhaps £100 million, and an outflow of the 
same order of magnitude in 1947. The outflow continued in 1948 
(about £50 million) and into 1949. Following devaluation it was 
to be expected that the flow would be reversed, and the very pro- 
visional estimates for the first half of 1950 do, in fact, indicate an 
unidentified inflow of large proportions, perhaps of the order of 
£50 million in the half year. As part of these residuals, however, 
there appears to be an unidentified inflow (fluctuating but always 
an inflow) of dollars into the sterling area. The White Paper con- 
cludes with the note that “ analysis of this difficult problem con- 
tinues.” It is essential for a proper understanding of changes in 
the United Kingdom payments position that these large and 
fluctuating items should be identified and estimated. 


Previous estimates of the United Kingdom balance of A seal 
No. 241.—VOL. LXI. 
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ments lacked information on a regional basis, except in summary 
for the current account. One of the biggest advances in the 
revised calculations is a correction of this; indeed, all the informa- 
tion, on current and capital account alike, is shown by main 
geographical areas as well as in total. The pattern of this coun- 
try’s international transactions is adequately displayed, in fas- 
cinating detail, for the first time. In setting out a regional 
capital account, the White Paper introduced a separate section 
into which go all inter-area transfers. The section makes no 
contribution to the overall capital account, since it comprises off- 
setting pairs of entries; an entry under one area must be matched 
by an opposite entry under another area. This is because the 
section shows the effect of all kinds of transfers of sterling, etc., 
and of those transactions arising, not on United Kingdom account, 
but out of London’s position as an international centre. 

One feature of the regional capital account of immediate 
interest is the display of the effect of transfers of sterling between 
non-residents, at least when they are in different geographical 
areas among those distinguished. For example, if the outer 
sterling area has a trading surplus with O.E.E.C. countries (as it 
had in the first half of 1950), then there is a switch between sterling 
balances which does not show up in the overall balance of pay- 
ments of the United Kingdom. But there will be offsetting 
entries in the inter-area section, one plus entry for the rest of the 
sterling area (earners of sterling) and an equal minus entry under 
O.E.E.C. countries (losers of sterling). Unfortunately, all such 
transfers, with others of a miscellaneous nature, are at present 
lumped together under a residual heading of “other transfers, 
etc. (net) ” in the inter-area section. We are able to learn more 
than before about multilateral uses of sterling, but fuller informa- 
tion on this topic will depend on identification and separate 
estimation of this residual (cf. Cmd. 8065, p. 32). 

The regional capital account is more complete on another 
matter of general interest, for the inter-area section enables us to 
follow through transactions not in sterling (e.g., gold movements) 
and to reconcile and explain offsetting changes in the overall 
capital account (e.g., between reserves and sterling balances) 
which could have arisen in various ways. It is here that we are 
able to trace the influence of the outer sterling area on the United 
Kingdom payments position, of gold and dollar payments to third 
countries such as Belgium, and of transactions (subscriptions, 
drawings, etc.) with 1.M.F. For example, the rest of the sterling 
area had a surplus with the dollar area of £65 million, and sold 
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gold to the United Kingdom worth £53 million, in the first half 
of 1950. Suppose that nothing else happened on capital account 
while the United Kingdom was in balance on current account with 
all areas. Then, the overall capital account would show an 
increase of £118 million in reserves and a corresponding increase 
in sterling liabilities to the rest of the sterling area. These 
movements could have arisen in various ways. To show that 
they were achieved in the particular way specified (through sales 
of gold and dollars by the outer sterling area to United Kingdom), 
we need to set out the regional capital account as follows : 


TaBLe VI 
Hypothetical Capital Account of the United Kingdom 
(£ million) 





Dollar | Sterling | Other 
area. a areas. 





Change in United Kingdom sterling 
liabilities (decrease +, increase — 

Change in gold and dollar reserves 
(increase +, decrease —) . : 


Inter-area transfers (to area +, from 


_ with dollar area . 
es of = to _— 
Kingdom 





Total capital account 

















From the table it is seen that the minus and plus entries in the 
total capital account are allotted to different area columns. The 
section on inter-area transfers then throws a bridge across from 
one column to the other. Very much the same kind of table 
would account (e.g.) for gold payments to an O.E.E.C. country, 
which again only affects the reserves and the sterling balances in 
the overall capital account. It is to be noted that the column 
headed “dollar area” needs to be carefully, and rather con- 
ventionally, interpreted. It includes, not only the transactions 
proper with the dollar area,! but also all transactions in gold and 
dollars and any changes in reserves. The column in Table VI 
comprises one entry(—65) which represents transactions with the 
dollar area, another entry (—53) which is in gold and the change 
in reserves (+ 118); these entries balance out in this simple 
constructed example. 

The capital account as now presented provides an elaboration 


1 I.e., U.S.A. and dependencies, Canada and those Western Hemisphere 
countries to which ‘‘ American Account ”’ facilities have been extended. 
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of Table VI. The column for the “dollar area’’ can then be 
interpreted as an analysis of the factors affecting the changes in 
reserves. The other columns can be used similarly to show up 
the factors influencing changes in the sterling balances held by 
the area concerned. Taking all these other columns together, as 
Mr. Dorrance does in a treatment on these lines,! we have an 
analysis for the whole non-dollar world as shown in Table VII. 


TaBLe VII 
United Kingdom Sterling Liabilities, Non-dollar Countries 


(£ million; increase +, decrease —) 





First half | First half 
1948. 1949. 1950. 





Sterling liabilities decreased by : 
— Kingdom surplus with non-dollar 


United Kingdom net borrowing from non- 


dollar area . 

R.S.A. deficit with dollar area ‘ 

Gold and dollar payments to non- ‘sterling, 
non-dollar countries 

Australian gift 


Sterling liabilities increased by : 
United Kingdom net eee to non-doller 
area. . + 73 
R.S.A. surplus with dollar area . ° _- 
R.S.A. sales of gold to United Kingdom . é + 21 
Drawings on I.M.F. ° . + 8 
E.R.P. oans to Ireland . . . + 10 
Grants (I.E.P.A., etc.) * + 31 
Increase in official holdings of non-dollar 
currencies . ‘ . ° + 6 


+ ++) 444+ 
—_ 0 aa 
@ orbs oo orcr 





Net change in sterling Hetlitiee to non- casi 
countries . — 207 —119 


oe 
— 
i] 
—— 














1 Including gold and dollar subscriptions to I.M.F. and Bank. 
2 Including South African gold loan. 
3 Including revaluation payments by United Kingdom. 

The improvements in the capital account, and particularly 
the introduction of a regional analysis, greatly increase the use- 
fulness of the official estimates of the United Kingdom balance of 
payments. The White Paper is correct in stressing (Cmd. 8065, 
p. 5) that, in their revised form, the statistics do more than show 
whether this country is living within its overseas income. They 
are beginning to throw light on the whole complex of current and 
capital transactidns, to indicate where payments difficulties have 
arisen and how successful have been the remedial measures taken. 


R. G. D. ALLEN 
London School of Econumics. 
1 London and Cambridge Economic Service Bulletin, November 1950, Table 
6, p. 129. 
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OBITUARY 
JosErH A. SCHUMPETER, 1883-1950 


JosEPH ALoIs SCHUMPETER, who died on January 8, 1950, 
at his country home in Taconic, Connecticut, spanned in his 
life and work an unusually wide range of activities and achieve- 
ments. He lived for a long time in several countries, and in 
many ways belonged to each one of them; and he saw economics 
go through several transformations, not least because of his own 
scientific activities. He was a major figure in the world of 
economists of the first half of the twentieth century, and he will 
undoubtedly leave his imprint on more than one future generation. 

Born on February 8, 1883, at Triesch, in the province of 
Moravia of the Austro-Hungarian Empire, he was a typical 
representative of that complex but comparatively happy and 
now so remote world. In him many of the nationalities of the 
Monarchy were mixed; this may have contributed to the ease 
with which he moved in many countries. He was at home in 
several languages which he spoke fluently but with unmistakably 
Viennese pronunciation. Neither could there be any other doubt 
about his Austrian origin when one saw him among other people 
where his friendliness, old-fashioned courtesy and his vast store of 
anecdotes from that country all came to the fore. 

After some brief activity in Egypt (1906-8) he was made Pro- 
fessor at Czernowitz, the capital of the Bukowina, where many 
Austrian professors started. From that semi-oriental city he was 
moved, in 1911, to the University of Graz, provincial and un- 
congenial. In 1919 he was, for a few months, Finance Minister 
in a Socialist Cabinet of the new Austrian Republic. There he 
came up against the gathering and already mighty forces of a 
runaway inflation which he could not stem. After this interlude 
he went into private banking, but the stabilisation crisis swept 
the bank away. So he accepted, in 1925, a call to the University 
of Bonn, where he stayed until 1932, when he became professor 
at Harvard University. He was President of the American 
Economic Association in 1948—a singular honor, for he was the 
first American economist, not native-born, to assume that position. 

Schumpeter started his scientific career at an uncommonly early 
age for an economist, and it opened with a bang. From the first 
he was taken seriously by his most famous contemporaries, and 
Bohm-Bawerk devoted lengthy discussions to his views. The 
first major writings were also very voluminous and set the pace 
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for the work of his entire life. He was truly productive, if only 
measured by the great literary output and the extraordinary 
variety of subjects covered. His productivity held up to his last 
moments, and we shall be fortunate to see a two-volume work on 
the history of economic doctrines published within a few months. 
On this work he spent much time of his last years, and it had high 
importance in his whole life plan. It will surely be of primary 
significance to all economists. Such persistence is not often found, 
but when it occurs bespeaks a mind of very high quality. Schum- 
peter was perhaps in no single field an absolute specialist, but he 
certainly covered many more fields, at an extremely high level of 
achievement, than can be claimed for most outstanding men of 
his profession. 

His first book was Das Wesen und der Hauptinhalt der Theo- 
retischen Nationalékonomie, 1908, an enormous volume of over 
600 pages, published at the age of twenty-five years. It is very 
wordy, far too long, but nevertheless brilliant, full of life and 
entirely unique in the German-language literature of that time. 
He gives a fine exposition of economic theory, as known then, 
paying special attention to Walras, whom he considered as his 
real master and the greatest of all economists, and combined 
Walras’s views and methods with those of the Austrians. In an 
appendix on dynamics the later famous theory of economic de- 
velopment and his theory of interest are sketched. This book, 
never reprinted, has, for many years, been one of the greatest 
rarities of the book trade. The work was read avidly in Vienna 
even long after the First World War, and its youthful freshness and 
vigor appealed to the young students. I myself remember what 
sort of revelation it was to me when I first laid hands on it and, 
like many others of my generation, I resolved to read everything 
Schumpeter had written and would ever write. 

There was more: in 1912 followed the Theorie der Wirtschaft- 
lichen Entwicklung (English translation, Cambridge, Mass., 1934) 
probably his most important book. It is well known throughout 
the world. There economic dynamics appear perhaps for the first 
time explicity as one of the great problems of theory. It is put 
into an absolutely central position. The circulatory processes are 
described, the disturbing intervention of the entrepreneur is 
shown, his dependence on credit creation and the relation between 
profit and the rate of interest. Moreover, the business cycle is 
fitted into this picture. This book had a broader effect than the 
first one, although not immediately, going well beyond academic 
circles. It appealed more to the imagination and stimulated 
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many writers to discuss the same type of problems. Schumpeter 
had never lost interest in them; on the contrary in his formidable 
two volumes on Business Cycles (New York 1939) the theme is the 
same but the techniques differ; there are statistics and masses of 
historical material. Interesting and impressive as these volumes 
are, the early work surpasses them, in my opinion, in clarity of 
formulation, while the empirical issues are still left undecided 
(if not even vague) in the more recent volumes. But it-should be 
emphasised that Schumpeter not only felt the need to re-examine 
his early theory of the business cycle and of the related fields ; 
he actually carried this empirical study out on a large scale, though 
without use of advanced econometric methods. This work was 
done single-handed without any institutional help. The fact that 
he wanted empirical verification is also significant; not many 
pure theorists in economics go to comparable trouble about their 
own speculations. 

The third great and early work is, by volume, a much slimmer 
affair (approximately 100 large pages), but in importance and 
interest, it is on a level with the preceding two books. The 
Epochen der Dogmen- und Methoden-geschichte (1914) appeared in 
the first volume of the Grundriss der Sozialékonomik. It is far 
more than a text-book on the history of doctrines. It is their 
review by a superbly informed connoisseur, writing for others, 
equally enjoying the exploration of past thoughts and the tracing 
of important ideas to often obscure forerunners. In this book 
Schumpeter has shown that he can be concise and compress a vast 
amount of information into a small space. This work is perhaps 
less well known the world over than most of his others, perhaps 
owing to the date of publication, which coincided with the outbreak 
of the First World War. I do not think that there is another im- 
portant book on the history of our science written by so young a 
man displaying such profound knowledge of the literature and 
such mature judgment. Many of his friends urged him repeatedly 
over the years to return to this topic and to make at least an 
English translation available. Indeed, the last years of his life 
were devoted to a new History of Economic Analysis (to be pub- 
lished in two volumes in 1951) in which the larger program was 
carried out. This book is eagerly awaited. 

Had Schumpeter written nothing else but these three early 
works, his name would have been remembered for a long time to 
come. There are not many people who can write one truly out- 
standing volume, but there are exceedingly few who can write 
more than one. But Schumpeter accomplished this and let other 
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books and a great quantity of often long papers follow from his 
pen. He pushed on into other fields: In public finance he wrote 
the Krise des Steuerstaates (1918) and two other pamphlets. He 
remained much interested in questions of sociology, where he pro- 
duced a small volume on the sociology of imperialism (1918), 
now to be published in English under the title, Imperialism and 
Social Classes. In these and other writings the strong influence of 
Marx is to be seen and this even had a great bearing upon his theory 
of economic development, which is, in many ways, a combination of 
Walras and Marx. In 1942 appeared (apart from the history of 
economic analysis still to come) his last major work : Capitalism, 
Socialism and Democracy. Already translated into many lan- 
guages, this book was widely discussed, and is by many deemed 
his most brilliant piece. It is not surprising that the author of 
the theory of economic development should want to discuss the 
future of Capitalism. He took a dim view and believed himself able 
to foresee its end. The future socialistic and perhaps even pro- 
letarian society filled him—having grown up in the traditions of 
the Theresianum, a military school for Austrian noblemen of the 
Monarchy—with considerable dismay. What particular Capital- 
ism he had in mind, is not quite clear from the work. He seems 
not to have been fully aware of the great changes that have been 
going on in the United States and are still manifest, and which 
seem to retain many of the most notable features of Capitalism. 
In the second edition, however, he gave a coup de grace to the 
ill-fated stagnation hypothesis. While it is reported that he did 
not consider this work of much consequence to himself, I have on 
various occasions gained a different impression from his con- 
versations. The foretelling of the end of one’s own world is not 
infrequent with increasing age. It is true, of course, that the 
English form of Capitalism before 1914, which impressed and 
attracted him most, is gone. 

Besides these books there were scores of papers.! It is im- 
possible to mention even the more significant ones in the field of 
economics. But reference to a few that were of primary im- 
portance, at least for the generation that arose in the 1920s, 
may be proper. There was, in particular, “ Das Rentenprinzip 
in der Verteilungslehre,” Schmollers Jahrbuch fiir Gesetzgebung, 
Vol. XXXI (1907) and the almost 100-page long “‘ Das Sozial- 
produkt und die Rechenpfennige, Glossen und Beitrige zur 


1A “ Bibliography of Schumpeter’s Writings,” prepared by Mrs. Schumpeter, 
is published in the Quarterly Journal of Economics, Vol. LXIV (1950), following 
the long and excellent biography by G. Haberler. 
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Geldtheorie von heute,” Archiv fiir Sozialwissenschaft, Vol. XLIV 
(1917); the latter, had it appeared at a more opportune moment 
or had it ever been translated, would undoubtedly be considered 
a classic in monetary theory. Besides Mises’s earlier book 
there is nothing to compare with it in German monetary literature, 
at least not in the first two decades of this century. “The 
Explanation of the Business Cycle,” Economica, Vol. VII (1927) 
and “‘ The Instability of Capitalism,” Economic JournaL, Vol. 
XXXVIII (1928) are among the most comprehensive statements 
of the views expounded in his voluminous books on economic 
dynamics. 

Then there is a long list of biographical writings, many of them 
published in the Economic JournaL. They deal with Walras, 
Bohm-Bawerk, Menger, Pareto, Marshall, Taussig, Fisher, 
Mitchell, Keynes and Marx. The first three were published in 
German, but they will appear together with the rest in a book: 
Ten Great Economists: From Marx to Keynes in the very near 
future, both in England and the United States. Schumpeter 
had been personally well acquainted with several of these men; 
his continued interest in the history of doctrines and the sagacity 
with which he tried to probe these minds make the often bril- 
liantly written essays among the most interesting writings in 
this field. The analysis of Béhm-Bawerk, in particular, is done 
with consummate skill. The translation will help much to bring 
this author closer to the Anglo-American readers who have 
frequently failed to see the greatness of this writer, who was one 
of Schumpeter’s principal and much admired teachers. These 
papers compare well with the best Keynes has ever written in 
biography. 

Schumpeter took an active part in the Econometric Society, 
whose president he was from 1937 to 1941. From his early youth 
he was very eager to see exact methods of measurement applied 
in economics, and he encouraged the use of mathematics. How- 
ever, in his own work there is little evidence of this. His relation 
to mathematics was that of an admiring amateur; there is no 
case where he had recourse to a deep mathematical theorem for 
the expression and formulation of any of his own ideas. Some- 
times he used to look for the esoteric in the mathematical field, as 
he often did in his literary references. This gave a certain flair 
to his writings, but did not materially affect his theories. 

Schumpeter’s personality was most remarkable. Small of 
stature and somewhat heavy-set, an expressive face with large 
soft eyes, he moved gracefully everywhere and had the bearing of 
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a true gentleman. A certain showmanship in dress and manner 
gave him a distinctive aura and attracted men and women alike. 
His animated, often witty conversation made him quickly the 
centre of any group, and his company was eagerly sought. 
Friendliness was especially shown to students and younger 
colleagues. He gave them freely of his time, never counting 
the costs. There are few people who inspired as much loyalty as 
he did. Even those who went their own ways in economics were 
always ready, nay eager, to testify to his stimulus and gratefully 
professed themselves as his individual pupils. Yet there is no 
Schumpeter school of economics. 

Although economics was his prime concern, his active interests 
covered many fields of our civilisation. He was happiest at his 
wife’s lovely country home at Taconic, set beautifully in the 
hills of Connecticut. There he did most of his work during the 
last years. Those of us who could visit him found him a gracious 
host. The walks in the mountains with him, Mrs. Schumpeter 
and the handsome red setter, Peter, will stay in lively memory 
because then, in particular, did he show his warm heart and 
friendship. 

The scientific outlook of this very complicated person was 
greatly influenced by Western, more specifically Anglo-American, 
ideas and techniques. The Austrian influence began to recede 
more and more. But the same cannot be said about his social 
conception of the world. Here he was almost inscrutable in spite 
of his writings. He was pleased to make quixotic and paradoxical 
statements, to shock even his friends with extravagant views 
(notably during the last war). He always seemed to carry a deep 
regret for the sunken world of his early years. Modern American 
democracy was apparently not a mode of life in which he felt 
truly at home. 

Few economists will venture to judge Schumpeter at present 
and to assign a definite place to him in the development of the 
science. It is likely, however, that all will agree that he belongs 
to that small top group where a further ranking becomes almost 
impossible. 

O. MorGENSTERN 
Princeton University. 
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CURRENT TOPICS 


Tue Royal Economic Society can justly feel proud that four 
of the great Offices of State are now held by men who not only 
received a training in economics but were also engaged in teaching 
it. We offer our respects and good wishes to Mr. Hugh Gaitskell, 
Chancellor of the Exchequer, to Mr. Harold Wilson, President of 
the Board of Trade, to Dr. Hugh Dalton, Minister of Local 
Government and Planning, and to Mr. Hilary Marquand, Minister 
of Health. 





ONCE again a number of economists have received Honours 
in the New Year’s List. Mr. A. E. Feavearyear of the Ministry 
of Food has been made a Knight of the British Empire. Mr. 
R. F. Bretherton and Mr. R. W. B. Clarke have been made 
Companions of the Order of the Bath. Mr. D. N. Chester of 
Nuffield College, Oxford, and Professor A. N. Shimmin of the 
University of Leeds have been made Companions of the Order 
of the British Empire. To all these, and to any others whose 
names may have escaped us, we offer our best congratulations. 





Inter-University Study Group in Industrial Relations. An 
Inter-University Study Group in Industrial Relations was 
founded in May 1950 at an informal conference in Manchester. 
Membership is open to teachers and research workers holding 
University staff appointments in Industrial Relations and allied 
subjects. The objects include : 


(i) the holding of an annual conference of members ; 

(ii) exchange of information on the work undertaken at 
the different University centres in the study and teaching 
of Industrial Relations ; 

(iii) the making of representations to Governmental and 
other authorities on the value of increasing the availability 
of research material. 


The next Conference will be held at Grantley Hall, near Ripon, 
on May 18-20, 1951. The Chairman of the Group is Professor 
J. Henry Richardson of the University of Leeds, and its Honorary 
Secretary is Mr. J. D. M. Bell, 3 University Gardens, Glasgow, 
W.2, from whom further information can be obtained. 





Houblon-Norman Fund.—The Trustees of the Houblon- 
Norman Fund invite applications for Fellowships or Grants in 
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aid of research into the working of financial and business institu- 
tions in Great Britain and elsewhere and the economic conditions 
affecting them. Apart from exceptional cases, awards will be 
confined to British-born subjects normally resident in the United 
Kingdom and will take effect from October 1, 1951. Fellowships 
will be awarded for one year, renewable for a second year; and 
the amount of all awards will depend upon the circumstances 
of the candidate and the likely expenses of his work. Applica- 
tions should be made not later than March 31, and forms of 
application may be obtained from the Secretary of the Fund 
(W. M. Allen), c/o the Bank of England, London, E.C.2. 





Bowley Prize.-—A prize of 20 guineas, founded to comme- 
morate the distinguished services to Economic and Statistical 
Sciences of Sir Arthur Bowley, Professor of Statistics in the 
University of London from 1915 to 1936, will be awarded once 
every three years. It will be open to present or past regular 
students of the London School of Economics, who have registered 
for a period of at least two years and are within ten years of 
their first graduation at any university. The prize will be awarded 
in respect of work in the field of Economic or Social Statistics 
written within three years prior to the closing date for entries. 
It will be awarded only if an adequate standard of excellence is 
attained. 





It is proposed to collect the early work of Professor Schumpeter 
and letters written by him to be deposited in a room in the 
Littauer Building, Harvard University, that will be named in 
his honour. Professor Schumpeter at his death possessed very 
few of his own early works, because the major part of his library 
had been left in Europe when he moved to Harvard and was 
destroyed by bombing during the war. Mrs. Schumpeter is 
anxious, therefore, to obtain copies of the various editions of the 
early books published in German and translations into other 
languages, and also reprints of the innumerable articles which he 
wrote for German periodicals. In many cases, these are not 
available even in the big university libraries of the United States. 
In the case of letters, she would be grateful for a photostated 
copy if the owner is unwilling to give up the original letter. She 
is, of course, willing to encounter small expenses in these con- 
nections, if necessary. She would also be glad to have two 
copies of any obituary articles which are written about her 
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husband. She would like to have these available for the memorial 
room and also for the collection of his books and manuscripts 
which will eventually be given to some university library. Any 
communications should be addressed to Mrs. Joseph A. Schum- 
peter, 5 Acacia Street, Cambridge 38, Massachusetts, U.S.A. 





A NUMBER of libraries of universities and research institutes, 
especially in Germany, Austria, Italy and Japan, have gaps in 
their files of the Economic JourNaL for the war years and the 
early post-war period, which they are most anxious to fill. Few 
of them are in a position to offer any payment. If any Fellows 
care to make available sets of issues covering this period, they 
would be of great value to the recipients. The Secretary of the 
Royal Economic Society (The Marshall Library, Downing Street, 
Cambridge) would be glad to receive any offers. 





THE Royal Economic Society hopes during 1951 to be able to 
distribute on special terms to Fellows two publications which 
have for some time past been in preparation under its auspices 
and with its financial support. The great edition of the Works 
and Correspondence of David Ricardo, which Mr. Sraffa has been 
editing with the help, during the last year or two, of Mr. Dobb, 
is now nearing completion. It is hoped that the first two volumes, 
containing the Principles and the Notes on Malthus will be avail- 
able for distribution during the early summer. The first volume 
of Dr. Stark’s edition of Bentham’s Economic Writings is also in 
the press and likely to be available before the end of the year. 
A notice of the terms on which these volumes will be on offer 
to Fellows will be included in the next issue of the Economic 
JOURNAL. 





THE following have compounded for life membership of the 
Royal Economic Society :— 


Allan, W. N. Ewing, A. F. Mohammed, S. H. A. 
Aung, Sein. Farmar, A. A. Morgan, D. V. 
Badger, D. G. Goldberger, Dr. E. Oliver, R. W. 
Boddy, Prof. F.M. Griffiths, Mrs. N. Raebeck, A. J. 
Brockie, Prof. M. D. Hall-Johnson, A. 8. Saville, Prof. L. 
Chapman, T. Magee, F. J. Shaida, P. K. 
Cropper, R. Mayobre, Dr. J. A. Turner, D. G. 

Davis, K. C. 
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The following have been admitted to membership of the 


Society :— 
Aboulafia, J. D. 
Adesanya, M. A. A. 
Aguilar, M. 
Akwe, A. A. 
Alexander, J. W. 
Alexander-Katz, Dr. 
E. 
Alfreds, G. 
Allan, J. 
Anene, H. H. C. 
Angelo, F. M. M. 
Austin, F. W. 
Bailey, B. H. 
Barber, V/. J. 
Barlow, S. H. 
Barrett, Miss J. F. 
Barrett, R. J. 
Basu, Mrs. M. R. 
Beamont, E. J. 
Beckett, T. N. 
Belton, J. J. 
Bhandari, U. C. 
Bishop, J. S. 
Body, R. F. 8. 
Bolza, Dr. H. 
Bose, A. K. 
Brooks, M. 8. 
Brooman, F. 8. 
Brown, G. A. 
Bruce, D. W. T. 
Bull, G. S. 
Callaway, A. C. 
Canaan, J. 
Carter, K. 
Carter, W. H. 
Cathcart, S. D. 
Chaddock, L. A. 
Chambers, L. 
Chatterjee, S. K. 
Chhaya, B. K. 
Chin, C. Y. 


Chipman, J. 
Chohan, M. A. 
Chot-Muradia, 8. L. 
Clerides, A. N. 
Cochrane, Dr. D. 
Cole, R. L. 
Conlong, A. 
Corber, G. F. 
Cotgreave, J. H. 
Creecy, R. G. 
Critchley, J. 
Crowley, T. P. 
Cunningham, J. R. 
Dalton, B. 
Dando, E. A. 
Daouk, B. 
Darracott, G. J. 
Das, S. K. 

Dave, A. M. 
Davey, A. G. 
Dawson, A. A. P. 
De Couter, H. D. 
Deane, J. B. W. 
Devereux, W. A. 
Dholakuya, Dr. L. D. 
Dilkes, T. E. 
Dinan, T. M. 
Dittrich, Dr. E. 
Doody, F. K. 
Drayton, J. H. 
Edridge, G. R. 
Kjimofar, E. 
Etuk-Udo, J. S. 
Fasoro, T. A. 
Ferrer, V. O. 
FitzGerald-Lee, G. 
Floyd, G. A. 
Ford, C. H. 
Ford, J. L. 
Foster, R. A. 
Fountain, H. A. 


Fowell, D. G. 
Fox, A. H. 
Frowein, S. H. 
Fukazawa, M. 
Fukuoka, M. 
Gambhir, R. R. 
Gamble, N. E. 
Gangadhar, J. 
Garnham, B. G. 
Gibbs, R. B. 
Gifford, Prof. J. K. 
Giles, B. D. 
Gill, J. E. M. 
Gorman, A. H. 
Govindaraj, B. V. 
Graham, H. 
Graham, 8. T. 
Green, B. 
Gunasekera, D. D. 
Habakkuk, Prof. 

H. J. 
Halayya, Prof. M. 
Hale, Mrs. R. D. 
Hamilton, R. S. 
Hankinson, J. 
Hare, C. S. 
Harigopal, A. 
Harris, F. L. 
Hart, P. 
Herkes, C. 8. 
Heron, J. P. 
Hill, R. B. 
Horne, P. B. 
Houri, T. R. 
Howes, S. L. 
Husain, M. 
Impellizzeri, J. S. 
Jakins, Miss H. M. 
Jawaliker, V. D. 
Jayawardena, 

8. D. H. 
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Jeavons, D. 
Jenkins, T. 
Johnson, R. H. 
Jones, Evan. 
Joshi, H. V. 
Jouvenel, Baron de. 
Karmel, Prof: P. H. 
Kaye, B. L. B. 
Kayode, A. A. 
Kelly, P. R. 
Khan, S. A. 
Kinoshita, K. 
Kirti, J. P. 
Knight, D. W. 
Kretchmer, R. G. 
Kwaw-Swanzy, B. E. 
Lankshear, J. D. 
Lartson, E. O. 
Lau, Dr. G. A. 
Leach, H. H. 
Leong, A. C. G. 
Linton, H. 
Livesey, H. 
Llewellyn, I. 
Lyons, C. L. 
McCallum, J. 
McCarthy, P. A. 
McColvin, E. R. 
McInnes, J. 
McKinney, W. P. 
McLaughlin, P. 
Magnifico, F. E. 
Manickavasagar, S. 
Mann, C. H. 
Marriott, A. L. 
Martin, D. 
Mason, W. F. 
Mathison, J. 
Maung, U. 8. 
Maycock, C. H. 
Meier, G. M. 
Melling, J. K. 
Messiha, Prof. W. 


CURREN¢ TOPICS 


Meyer, Miss C. 
Mills, F. 8. A. 
Mitchell, R. C. 
Moore, V. D. 
Moorthy, P. K. 
Moreira, J. A. 
Mowat, D. M. S. 
Mudd, C. D. 
Mukerjee, K. L. 
Muller, E. F. 
Murch, W. J. 
Newman, P. K. 
Niaz, M. S. 
Niazi, M. A. 
Niven, I. 
Nwabaju, C. C. 
Nwosu, B. C. 
Ohkita, S. 
Otitoju, E. O. 
Otley, K. 
Overton, A. F. 
Owens, B. C. 
Oxley, R. 8. 
Panesar, K. 8. 
Papandreou, A. G. 
Parekh, H. C. 
Parekh, H. J. 
Passer, H. C. 
Paterson, R. R. 
Patten, E. 
Pearce, G. A. 
Pearson, G. E. 
Pereira, E. 
Perera, J. M. R. 
Peskett, L. G. 
Pettitt, A. J. 
Phillips, A. W. 
Phillips, P. 
Popper, F. E. 
Porteous, J. G. 
Purkayastha, R. N. 
Pye, P. 

Quine, R. L. 
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Raup, Prof. P. M. 
Rao, T. V. 
Rawlings, F. A. 
Reah, G. R., Jr. 
Richardson, A. J. 
Roberts, D. H. 
Roberts, W. N. T. 
Rofe, R. L. 
Rogers, B. E. 
Ross, R. E. 
Roussos, G. 

Saha, Prof. J. N. 
Sametz, Z. W. 
Samuel, A. 
Sangowawa, B. A. O. 
Santhanam, S. S. 
Sawyer, J. F. 
Sen, Mrs. S. 
Sergeant, Miss J. R. 
Shaddick, C. W. 
Shah, S. 

Shapiro, 8. 
Shearer, J. O. 
Siddiqui, K. H. 
Simmons, B. A. 
Singh, L. N. 
Skinner, K. E. M. 
Skinner, W. G. 
Smith, A. L. M. 
Smith, O. D. 
Smith, R. T. 
Smyth, R. L. 
Snell, G. S. 
Sobowale, J. B. 
Somani, C. D. 
Sosner, N. 

Spaak, F. 

Spark, G. E. 
Srivastava, G. C. 
Stalley, D. J. 
Staniland, L,S. 
Stuart, J. R. 
Symes, V. J. H. 
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Tasker, D. S. Tudor, D. R. Whitmee, A. J. 
Taussig, L. C. Tyrrell, G. S. G. Williams, C. O. 
Taylor, D. H. Ud-Din, M. G. Wilson, F. 
Taylor, R. A. Urquhart, M. Wilson, J. 
Than, T.-Q. Venkateswaran, K.S. Wilson, K. 
Thenet, G. S. Villalbi, Prof. P. G. Woodend, A. A. 
Thomas, G. B. Vincent, J. A. Wormald, L. J. 
Thomas, J. H. Visram, A. A. Wray, R. P. 
Thomas-Maggs, H. Vivo, Prof. H. Wykes, P. 8. 
Thompson, H. R. Walker, W. F. Yamamoto, N. 
Thorne, G. K. Wall, J. Zafiriou, R. 
Tomlinson, T. W. Waller, M. T. Zebot, Prof. C. F. 
Truman, V. K. Weintraub, Dr. 8S. Zorraquin, F. J. 


The following have been admitted to Library membership of 
the Society :— 


Bureau of Economic Research, Cairo. 
California Institute of Technology. 
College of Commerce, Bristol. 

College of New Rochelle. 

County School, Wallington. 
Department of Finance, Puerto Rico. 
D.M. College, Moga, Punjab. 

East Midlands Gas Board, Leicester. 
Friedsam Memorial Library, New York. 
Ipswich Central Public Library. 

Jewish National & University Library, Jerusalem. 
Keio Gijuku University, Tokyo. 

Kinokuniya Book-Store, Tokyo. 

Le Moyne College, Syracuse. 

McCormick Library, Washington. 

Oklahoma Agricultural & Mechanical College. 
Oosaka University, Oosaka-ku. 

Rikkyo University, Tokyo. 

Seikei University, Tokyo. 

Seminario de Economia, Lima. 
Studioforbundet Narsinglav, Stockholm. 
Texas State College for Women, Denton. 

















RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society (Series A) 

Vou. CXIII, Parr III, 1950. Colonial Statistics : A Discussion opened by 
W. F. Searte, E. J. Puiurps and C. J. Martin. London and its 
Passenger Transport System: F. A. A. Menzter. Coal Production 
Functions for Great Britain: K. 8S. Lomax. Rail and Road Statistics : 
F. A.A. MENZLER. Oils and Fats Statistics : Economics AND STATISTICS 
Dept. oF LEVER BROTHERS AND UNILEVER, Ltp. The Housing Statistics 
of Great Britain : Martian BowLey. 


Economica 


Vou. XVII, No. 67, Auacust 1950. Uniform Cost Accounting—A Survey. 
Part I: D. Sotomons. Notes on Resale Price Maintenance: B. 8. 
YameEyY. Notes on the Maximisation Process in Company Administration : 
G. F. Tureusy. Mechanical Models in Economic Dynamics: A. W. 
Puiturrs. The Huropean Payments Union: R. F. Kaun. Ona Theory 
of the Trade Cycle: A. D. Knox. 

Vout. XVII, No. 68, NovemsBer 1950. The Problem of Integrability in 
Utility Theory: P. A. Samurtson. Uniform Cost <Accounting—A 
Survey. Part II: D. Sotomons. Real Investment in Stocks and 
“ Inventory Profits” in 1948: A. P. ZenttER. A Note on Grants in 
Federal Countries: A. D. Scorr. Reparation Payments in Kind: Br. 
Suviranta. Devaluation and the Balance of Payments: A. C. L. Day. 
A Note on International Commodity Agreements : H. TyszyNsKI. 


The Economic History Review (Second Series) 

Vou. III, No. 1, 1950. The Terms of Trade in Theory and Practice : 
W.W.Rostow. Domesday Woodland: H.C.Darsy. The Colonization 
of Waste Land in Ireland, 1780-1845 : K. H. Connety. The Decline 
of Shipbuilding on the Thames: 8S. Pottarp. The Stour Partnership, 
1726-36: R. L. Downgs. An Elizabethan Coalmine: L. Stone. 
Edwin Chadwick and the Railway Labourers : R. A. Lewis. 


The Manchester School of Economic and Social Studies 
Vou. XVIII, No. 3, SEPTEMBER 1950. The Crossley Strike : H. A. TURNER. 
Politics in the North-West: P. W. CampBett and A. H. Brrcw. Road 
Freight Transport and the Act of 1947 : R. CroprEr. 


Transactions of the Manchester Statistical Society 
Session 1949-50. Sizes of Factories and Firms in the Cotton Industry : 
R. Rosson. The Monopoly Question: W. Hacensucn. The Growth 
of World Industry : J. JEwxes. Problems in County Planning: G. W. 
Sutton Brown. An Integrated Transport System: Sm Cyrin 
HuRCcOMB. 


The British Journal of Sociology 

Vor. 1, No. 1, Marc# 1950. Social Structure and the Ruling Class, I: Ray- 
MOND Aron. The Application of Social Research : D.V.Guass. Social 
Grading of Occupations: J. Hatt and D. Carapoe Jonss. Social 
Attitude and Social Class: J.J. Eysencx. Social Structure and Politics 
in Birmingham and Lyons : Asa Briaes. 

Vout. 1, No. 2, Junge 1950. Social Class of Cambridge Alumni: Hester 
JENKINS and D. Carapoa Jones. Problems and Orientations of Research 
in Race Relations: Louis WirtH. Social Structure and the Ruling 
Class, II: RayMonD Aron. Some Damegraptite Aspects of White Su- 
premacy in South Africa: Leo Kursr. J’he Trend of National In- 
telligence : Str Cyr Burt. 

No. 241.—voL. txt. P 
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Vou. 1, No. 3, SEPTEMBER 1950. Cubic Proportion in Election Results : 
M. G. Kenpaut and A. Stuart. Voting Behaviour in a Lancashire 
Constituency : A. H. Brrcn and Peter CAMPBELL. The Structure of the 
Danish Intelligentsia: THuropor Gricrer. Patterns in Recent Social 
Research : P. Sancant Frorence. The Function of Property in English 
Law : W. FRIEDMANN. 

Voz. 1, No. 4, DecemBrr 1950. The Conception of the Middle Classes : 
G.D.H.Corr. Studies in the Genesis of the Naval Profession : NORBERT 
Eras. Social Class and Politics in Greenwich: Mark BENNEY and 
Puytuis Geiss. Student Selection—An Experimental Investigation, 1 : 
T. HImMELWETIT. 


The Sociological Review 
= XLII, Section 7, 1950. The Social Effects of the Film: Barpara 
RAY. 
The Eugenics Review 

Vou. 42, No. 3, OcropeR 1950. The Problems of Quantity and Quality 
in the British Population: R. C. K. Ensor. The Fate of National 
Intelligence : test of a thirteen-year prediction: R. B. Catrex~n. The 
Control of Population : C. P. Buacker. Our Average Age : Str CHARLES 
ARDEN-CLOSE. 

Vou. 42, No. 4, January 1951. Colonial Medical Policy in relation to 
Population Growth: T. H. Davey. Constitution—Mental Disease and 
Psychoanalysis: E. Mruer. Intelligence and Family Size of College 
Students : J. MAXWELL. 


Population Studies 
Vou. IV, No. 2, SEPTEMBER 1950. Mortality in England and Wales from 
1848 to 1947: W. P.D. Logan. Adequacy of Existing Census Statistics 
for Basic Demographic Research: J. D. Duranp. The Decline of 
Intelligence in New Zealand.: Berry M. G1tes-BERNARDELLI. Pre-War 
and Post-War Trends in Manpower of European Countries : G. FRUMKIN. 
A Sampling Census in the Sudan ; C. H. Harvie. 


Bulletin of the Oxford University Institute of Statistics 

Vou. 12, No. 10. The Levelling of Incomes: D. Serrs. Problems of 
Western Unification : T. BALoaH. 

Vou. 12, No. 11. Juvenile Labour in Oxford: R. Gopson. E.P.U. 

and the Future of Sterling Policy: J. A. Sarcent. A Note on Defence 

Expenditure : KaTHLEEN M. LANGLEY. 


London and Cambridge Economic Service 


Vou. XXVIII, Buttetin 4, NovemMBER 1950. Some Aspects of Transport 
Policy Today: C. F. Carter, A. R. Prest and A. D. Roy. The 
Upward Trend of Prices: R. G. D. Atten. Industrial Production. 
Comparison of Monthly and Annual Index Numbers: A. A. ADAMS 
and W. B. Reppaway. Building and Civil Engineering in the First 
Half of 1950: I. Bowen. Wage Rates and Earnings: A. L. BoWLEY. 
Home Finance: The Rise in Bank Deposits: F. W. Paisu. Inter- 
national Finance: G. 8S. Dorrance. World Commodity Survey: C. F. 
CARTER. 

Soviet Studies 

Vot. II, No. 2, OcroBeR 1950. The Russian Road to Rapallo: L. Kocrsn. 
Soviet Foreign Policy 1929-41: Some Notes: M. Betorr. Kevent 
Soviet Historiography, III: R. Scuiestncer. The Discussion on Co- 
education. Sverdlov on Soviet Family Legislation. The Party Directive 
on ** Krokodil.” Lysenko and the Hut Laboratories. 


The Banker 


NovemBeR 1950. Fixed or Free Exchanges? Trade after Torquay. Scot- 
land : an economic survey. 
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DECEMBER 1950. Interest Rates and Inflation. Worldwide Capital Cruz : 
GraHamM Hutron. Inquest on Private Investors. Three Voices from 


Washington. 
The Bankers’ Magazine 
NovEeMBER 1950. A New Chancellor. Gilbart College?: D. R. Manrsn. 
Insurance for Dollar-Earning Exports. 
DeceMBER 1950. Economic and Political Drift. Early Problems in 
E.P.U.: J. Hunsworts. The Electronic Cheque: C. R. Curtis. 


Barclays Bank Review 


Vout. XXV, No. 4, NovemsBer 1950. Britain’s American Investments. 
Farming and Food Subsidies. The Floating Dollar. 


District Bank Review 
No. 96, DecemBER 1950. Control over Prices and the Distribution of 
Incomes: A. C. Picovu. Inflation and the Role of Savings. Home 
Grown or Foreign ? 


Midland Bank Review 
NovEMBER 1950. The Volume of Bank Deposits, Principles and Mechanics 
of Control. 
National Provincial Bank 
NovEMBER 1950. Air Transport: some problems and prospects: P. G. 
MASEFIELD. The Burden of Taxation: H. G. Hopper. 


Westminster Bank Review 
NovEMBER 1950. The Economic Consequences of Defence: G. S. Dor- 
RANCE. Energy and Economics. Training for Work-bench and Office. 
Productivity Reports : the human factor. Hill Farming. 


Planning 
Vou. XVII, No. 319. Technological Education 
Vout. XVII, No. 320. Housing Policy and the Building Industry. 
VoL. XVII, No. 321. Government Aid for the Social Sciences—1. 


Town and Country Planning 

Vou. XVIIT, No. 79. The Journey to Work: some social implications : 
JEAN THomPsoN. Amsterdam 1950. The New General Development 
Order: T. F. Tuomson. T'CPA National Conference. Residential 
Density : C. D. BucHanan and D. H. Crompton. 

VoL. XVIII, No. 80. The Theatre’s Place in the Plan: G. B. Barxker. 
The Schuster Report: R. A. CorDINGLEY. Shops: their place in new 
and re-development areas: D. E. E. Gipson. Planning and the Voluntary 
Organization : A. Wuittick. The Age of Buildings: G. A. ATKINSON. 
Residential Density and Cost of Development: C. D. BucHanan and 
D. H. Crompton. Avenue Trees: J. D. U. Warp. The Role of the 
Social Scientist in Planning : G. CAMPLEMAN. 


The Canadian Journal of Economics and Political Science 

Vox. 16, No. 4, NoveMBER 1950. The Role of Capital in Canadian Economic 
Development before 1875: H. C. Penttanp. The Pr ic Basis of 
Economic Theory: H. Scorr Gorpon. Socialism and the Theory of 
Bureaucracy: R. Benpix. Supplement to Statutes, Orders and Official 
Statements relating to Canadian War-Time Economic Controls : Suema I. 
STEWART. 

Review of Economic Progress 
~~ II, No. 4, Apriz 1950. The Distribution of Labour between Industries, 


Vor. II, No. 5, May 1950. The Distribution of Labour between Industries, 
Vou. II, No. 6, JunE 1950. The Distribution of Labour between Industries, 
Ill. 
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The South African Journal of Economics 

Vou. 18, No. 3, SzpremMBer 1950. Economics as a Social Science: L. M. 
LacHMANN. Empiricism in the Social Sciences: I. S. Luoyp. Cost 
Accounting and Business Administration: O. P. F. Horwoop. Trade 
Unions in Natal: H. G. Riycrose. Dollar Capital Outflow in the 
South African Balance of Payments: F. D. Hotzman. Railway Ex- 
penditure and the Volume of Trafic: J. C. Laicur. The National 
— and Social Accounts of Northern Rhodesia, 1945-49: A. G. 
RVINE. 


The United Africa Company Statistical and Economic Review 
No. 6, SEPTEMBER 1950. Merchandise Trading in British West Africa, 
Statistics. Forcados and Escravos Bars. 


The Indian Journal of Economics 
Vou. XXX, No. 119, Apri 1950. Studies in War-Time De aphy : 
D. V. RAJALAKSHMAN. Problems of Investment in an Undeveloped 
Economy: V. R. Crrvante. Economic Behaviour—A New Theory: 
K. G. Cuacxo. 


Sankhya (The Indian Journal of Statistics) 

Vou. X, Part 3, SEPTEMBER 1950. Why Statistics? : P. C. MAHALANOBIS, 
Statistical Inference Applied to Classificatory Problems : C. RADHAKRISHNA 
Rao. A Note on the Distribution of D*,,,— D*, and some Computa- 
tional Aspects of D* Statistic and Discriminant Function: C. Rapua- 
KRISHNA Rao. Assumptions underlying the Use of the Tetrachoric 
Correlation Coefficient: 8S. Vaswant. Some Suggestions Regarding 
the Indian Census Questionnaire : P. MUKHERJEE. 


Tata Quarterly 


Vou. V, No. 3, Juty 1950. Trade After Devaluation. Economic and 
Financial Review. 








International Labour Review 


Vou. LXII, No. 2, Aucust 1950. Migration and Economic Development : 
the preliminary migration conference, Geneva, April-May 1950. Minimum 
Wages in Latin America: J. MtnpxEz. A Social Security Substructure 
proof against Currency Depreciation: L. Firavp. Labour “tatistics in 
the European Iron and Steel Industry. 

Vout. LXII, Nos. 3-4, SepremBer-—OctoBerR 1950. The ‘'Lirty-ihird 
Session of the International Labour Conference : Home Work in Switzer- 
land: Attce ZIMMERMANN. Prospects and Probiems of the Textile 
Industry in Western Germany: R. Roux. An International Enquiry 
into Conditions of Work on Plantations. 

Vou. LXII, No. 5, NovemsBer 1950. The Joint Maritime Commission 
and the Maritime Work of the I.L.0. Post-War Developments in the 
Japanese Textile Industry: Cutana Hsrexw. Child Care Facilities for 

Women Workers. 


Staff Papers (International Monetary Fund) 

Vou. I, No. 2, SepremBeR 1950. Inflation in Latin America: J. K. 
HorsEFretD. The Soviet Price System and the Ruble Exchange Rate: 
M. R. Wyczatkowsk1. Some Economic Aspects of Multiple Exchange 
Rates: E. M. Bernstern. Immediate Effects of Devaluation on Prices 
of Raw Materials : B. A. bE Vries. Balance of Payments and Domestic 
Flow of Income and Expenditures: 8. C. Tstanc. The Currency, 
Banking, and Exchange System of Thailand : B. R. SHENoy. 


United Nations Economic Bulletin for Europe 
Vot. II, No. 2, 1950. Review of the Economic Situation in Europe, April- 
June 1950. The Coal and Steel Industries of Western Europe. Changes 
~ the Structure of Wages in European Countries. European Economic 
tatistics. 
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World (United Nations) 


Vou. 4, No. 8, Auausr 1950. And What of the Korean Women? Marx 
SazttzeR. Drama at Lake Success: T. J. Hamimtron. The Five 
Lunyer Spots of the Worid : L. Dourvet. 


Public Finance (International quarterly journal devoted to the study of 
fiscal policy and related problems) 

Vou. V, No. 3, 1950. Reormament and Public iinance in Britain: C. F. 
Cap-ER. The Incidence of a General Sales Tax: J. F. Dur. Economic 
ant Financial Aspects of Social Insurance Schemes: K. G. Woxp. 
Dr. Pen on the Theor, of Public Finance: a criticism: R. Turvey. 
A Reply: J. Pen. 


‘he Annals of the Arverican Academy of Political and Social Science 
Vou. 272, NovEMBER 1950. Toward Family Stability. 


The Quarterly Journal of Economics 


Vout. LXIV, No. 4, NovemMBER 1950. Alfred Marshall’s Theory of Value : 
R. Friscw. The Theory of Turning Points in Business Fluctuations : C. 
Warsurton. Nationalization in Theory and Practice: A. BEacHAmM. 
The Multiplier, Flexible Exchanges, and International Equilibrium : 
W. F. Stotrer. Economics and Value Judgments: P. StREETEN. The 
Effects of Price and Wage Flexibility on Cyclical Contractions : R. FEts. 
Tarde and Schumpeter—A Similar Vision: A.C. Taymans, S.J. 


The Journal of Political Economy 

Vox. LVIII, No. 5, OctoBER 1950. The Development of Utility Theory II : 
G. J. Stricter. The General Motors—United Auto Workers Agreement 
of 1950: F.H. Harsison. The Theory of Employment and Stabilization 
Policy: O. H. BrownitEE. Commodity and Income Taxation in the 
Soviet Union: F. D. Hotzman. 

Vou. LVIII, No. 6, Decemper. 1950. Wesley C Mitchell as an Economic 
Theorist: M. FrizpmMan. Distress, Relief anw Discontent in the United 
States during the Depression of 1873-78: S. Reznecx. Economic and 
Social Policy in Democratic Society: F. H. Knicut. A Theory of 
Income Determination: H. M. Somers. The Dollar Crisis: R. F. 
MrIKESELL. Distribs'tive Effects of an Excise Tax on a Monopolist : 
J. N. BenrMan. 


The Review of Economics and Statistics 
Vou. 2.XXII, No. 4, NovemBer 1950. Flexible Exchange Rates and the 
Theory of Employment: S. Laursen and L. A. METZLER. Consumer 
Knowl<dge: its Measurement and Extent: A. R. OXENFELDT. A 
Rejoinder to ‘‘ Note : Jurisdictional Strike Statistics” by John T'. Dunlop : 
E. Cracug. A Non-Linear Theory of the Cycle: R. M. Goopwin. 
The Productivity Ratio—Some Analytical Limitations on its Use: P. O. 
Sterner. A New Production Index for Soviet Industry : D.R. Hopeman. 
European Rearmament and United States Foreign Aid: E. Biocn. 
Frickey, Burns and Mitchell, and the Transport—Building Cycle: W. 
Isarp and L. Mosss. Notes on Changes in the Distribution of Manu- 
yee Wage Earners by Straight-Time Hourly Earnings, 1941-48 : 
. MEYERS. 


The American Economic Review 


Vou. XL, No. ©. Part I, DecemBer 1950. Price Changes and Consumer 
Demand : G-.:DNER ACKLEY and D. B. Surrs. Foreign Investment and 
Balance of Payments : E.D.Domar. Stabilization of Personal Incomes : 
P. J. Strayer. The Soviet Price System: Naum Jasny. The United 
Kingdom after Devaluation: Marcaret Hatt. United Nations Report 
on Full Employment: H. C. Watuicn. Relief for Victims of Tariff 
Cuts : CuatR WILcox. 

Vou. XL, No. 5, Part 2, SupPLEMENT, DECEMBER 1950. The Teaching of 

Undergraduate Economics—Report of the Committee on the Undergraduate 

Teaching of Economics and the Training of Economists, 
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Social Research 

Vou. 17, No. 3, SEPTEMBER 1950. On Economic Planning : E. Hemmann. 
Communism as a Secret Individualism: H. M. Katien. Rent Control 
and Housing: L. Ropwin. Economic Integration of Western Europe : 
R. Scntiter. Local Government in England—Changes and Challenges : 
L. C. Hitz. Government Support of Indusiry in American History : 
F. J. Deyrup. Language, Language Disturbances, and the Texture of 
Consciousness : A. SCHUTZ. 


Econometrica 
VoL. 18, No. 4, OctoBER 1950. An Electro-Analog Method : for Investigat- 
ing Problems in Economic Dynamics : Inventory Oscillations: N. F. 
MoreEHOUsE and Others. A Multiple-Region Theory of Income and 
Trade: L. A. MetzteR. The Multi-Sector Multiplier: J. S. Curpman. 
Identifiability of a Linear Relation between Variables which are subject 
to Error: O. REIERSOL. 


Foreign Affairs 

Vou. 29, No. 1, OcroBER 1950. The Plough and the Furrow: Str Durr 
Coorer. China in Stalin’s Grand Strategy: Hu Sure. Clausewitz 
and Soviet Strategy: B. Dexter. Indo-China and Korea: One Front : 
J. Soustette. The U.N. and Trygve Lie: T. J. Hamizton. How 
Strong is the Heartland?: W. Gorpon East. The Integration of 
Europe: Dreams and Realities: P. H. Spaax. The Problem of Re- 
volutionary Asia: J. K. Farrspanx. Imponderables of the Schuman 
Plan: W.Diespoitp. Smuts at Highty : Saran G. MILLIN. 


The Southern Economic Journal 


Vou. XVII, No. 2, OcroBER 1950. Some Short-Run Relationships Between 
Changes in the Quantity of Money, the National Income and Income 
Velocity: W. L. Miter. Some Comments on Factors Influencing 
Differences between State Per Capita Incomes : H. F. Bretmyer. Flood 
Control in the Yazoo-Mississippi Delta: R. W. Harrison. Toward a 
Definition of Integration: W. Z. Hrrscu. The Norwegian Investment 
Program: R. M. Havens. Plastics—A Debutante Industry: E. H. 
ANDERSON and W. C. THomMPsoN. 


The Journal of Economic History 
Vou. X, No. 2, NoveMBER 1950. The Revulsion against Internal Improve- 
ments: C. Goopricno. The Terms of Trade of the United Kingdom, 
1798-1913: A. H. Imuan. The Statistical Study of French Crises : 
D. 8. Lanpgs. The Geohistory of Fernand Braudel: M. M. Kniaut. 
Economic History in Belgium and the Netherlands : J. CRAEYBECKX. 


Agricultural History 

Vou. 24, No. 4, OcroBER 1950. Ceres and the American Men of Letters 
since 1929: C. 8. Exttswortu. Achille Loria’s Influence on American 
Economic Thought—including his contributions to the Frontier Hypothesis : 
L. Benson. The Disposal of the Public Domain on the Trans-Mississippi 
Plains—Some opportunities for Investigation: T. Le Duc. Collective 
Bargaining in the Lumber Industry of the Upper Great Lakes States : 
G. B. EncBerc. The Peruvian Guano Gospel in the Old South: W. T. 
JoRDAN. Pehr Kalm’s Description of the North American Mulberry 
Tree: EstHer L. Larsen. The Caisses Populaires Desjardins of Quebec: 
A Modern System of People’s Banks : J.T. CroTaEv. 


Industrial and Labour Relations Review 
Vou. IV, No. 1, Ocrosper 1950. Role of the Unions in Contemporary 
Society: E.E.Witte. Disciplinary Procedures of Unions : C. SuMMERS. 
The Role of the ILGWU in Stabilizing the Women’s Garment Industry : 
T. Wotrson. The Labor Union Link between Canada and the United 
States: P. H. NorGren. Labor Policy of the Communist Party during 
World War IJ: J. Sermman. A Re-reading of Selig Perlman’s A 
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Theory of the Labor Movement: P. Tarr. Pension and Welfare Plans : 
gratuities or compensation? : A. N. Somers and L. Scuwartz. Read- 
ability and Human Interest of Management and Union Publications : 
J. N. Farr and Others. 


Studies in Business and Economics 
Vou. IV, No. 2, SzpremBer 1950. Retail Price Distributions. 


Revue D’ Economie Politique 


Vor. 60, No. 4, Juty—Avueust 1950. Plein emploi et progrés économique : 
P. Lasseaurz. De Vlencaisse désirée a la préférence pour la liquidité : 
G. Deramoupt. L’analyse structurale en économie: la théorie des 
jeux: M. Lacacus. Le réle des délais dans la théorié économique: R. 
Roux. L’équilibre monétaire d’aprés Myrdal: C. Rist. Abelardo 
Vergueiro Cesar: L. BAUDIN. 


Annales D’Economie Politique 
Vout. V, No. 28, Aprit—JunE 1950. L’Union douaniére franco-italienne : 
MAvRICE Byk&. Quelques aspects actuels de la question de l’or: Rent 
Dicne. Le Probléme des investissements : J. M. MITcHELL. 


Population 

Vout. 5, No. 3, Juty-SepreMBER 1950. Faits et problémes du jour: A. 
Sauvy. Besoins et possibilités de l’'immigration en France (II): A. 
Sauvy. La structure dela population et la sécurité sociale : J. BoURGEOIS- 
Picuat. Perspectives relatives aux besoins de logements : Louis HENRY. 
L’Egypte est-elle surpeuplée? : E. Nassir. Mobilité sociale et dimension 
de la famille: Marcet Bresarp. Une enquéte nationale sur le niveau 
intellectuel des enfants d’Gge scolaire : A. GIRARD. 


Statistiques et Etudes Financiéres 

Nos. 20-21, AucusT-SEPTEMBER 1950. L’Union européenne de paiements. 
Les contributions directes et les taxes assimilées en 1949. Tableaux 
annexes de la note sur les conditions d’établissement dune comptabilité 
nationale et d’un budget économique national. Allemagne orientale: le 
budget de la République démocratique allemande et de ses collectivités 
territoriales et économiques pour I’rxercice 1950-1951. Indes: les 
budgets de l’ Inde et du Pakistan pour Vexercice 1950-1951. Pays-Bas : 
la nouvelle présentation du budget et son intégration dans le cadre économique 
national, 

No. 22, OcroBEeR 1950. Evolution de la situation financiére au cours du 
deuxiéme trimestre 1950. Situation de trésorerie des départements et des 
communes au 31 décembre 1949. Etats-Unis: le rapport économique 
semestriel. Israél : la situation économique et le budget de 1950-51. 

No. 23, NovEMBER 1950. Le budget de 1950. L’évolution des disponibilitiés 
monétaires et du crédit bancaire au cours du deuxiéme trimestre 1950. 
Etats-Unis ; Vévolution économique et financiére des Etats-Unis depuis le 
mois de juin 1950. Japon: la situation financiére en 1950. 


Journal de la Société de Statistique de Paris 

Vou. 91, Nos. 7/9, Juty-SEPTEMBER 1950. A propos de l’application de la 
loi de Gauss: R. Risser. Possibilités d’établissement d’un indice des 
prix des fruits et des légumes frais: E. MALInvAUD. Quelques améliora- 
tions récentes apportées aux statistiques sanitaires en France et en par- 
ticulier aux statistiques des causes de décés: M. AUBENQUE. Chronique 
de production industrielle: KR. Ritmery. Chronique des statistiques 
jinanciéres : J. DE PORTZAMPARC. 


Revue de Science et de Législation Financiéres 
Vou. XLII, No. 4, OcroBER—DECEMBER 1950. Tentatives de redressement 
financier en Suisse: E. Grossmann. La Nature juridique des actes 
dimposition: G. Morancr. Les Rapports entre fiscalité fédérale et 
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systimes d’Impéts fédérés: J. P. Martin. La régle de la ‘ Double 
Juridiction” en matiére de responsabilité des comptables publics: P. 
Wem. La dévaluation monéiaire 1914-50 a écrasé la hiérarchie de la 
fonction publique : M. Hamravt. 


Economie Appliquée 

Vou. II, No. 1, January—Marcn 1950. La coopération économique 
internationale: R. F. Harrop. L’union économique franco-italienne : 
U. Parr. Théorie des territoires économiques: J. DOBRETSBERGER. 
La Turquei et le fonctionnement des crédits Marshall : Rermu SUKRt Suva. 
Inflation contenue, planification et chémage: K. W. Roruscuinp. 
Unions douaniéres et données nationales: M. Bye. Contributions a la 
théorie des réseaux. I. Situation de la théorie des réseaux de compta- 
bilité: G. T. Guirspaup. II. Les équivalents a une somme de trans- 
actions:: J. Dursin. Le systéme d’input-output de W. Léontief et Vanalyse 
économique quantitative: A. CHaBEeRT. Les perspectives de Vénergie 
atomique: L. Kowarskt. Les espaces économiques : F. PERROUX. 


Annales de Sciences Economiques Appliquées 

Vou. 8, No. 1, Maron 1950. Les Electrons en comptabilité: A. Matz. 
Le Blé dans le monde: H. DEtanpDE. Recherche des taux divers relatifs 
au décés et 2 Vinvalidité : R. Dussarr. 

Vou. 8, No. 2, May 1950. Possibilités d’avenir pour les licenciés au Congo 
belge: R. Hutrrav. La mission de l’économiste: R. G. BEAvvols. 
Le marché monétaire : A. P. TIMMERMANS. 

Vou. 8, No. 3, SEPTEMBER 1950. Qu’est-ce que Benelux? Son influence 
sur Vindustrie des assurances en Belgique: F. DE CreEeFrT. Note sur le 
calcul mécanisé de la répartition des bénéfices en assurances-vie: P. 
Japot. Banque 1950: A. TImMERMANS. 


Bulletin de V Institut de Recherches Economiques et Sociales 


Vou. XVI, No. 5, Auaust 1950. Les chéques postaux : A. CHARLIER. La 
théorie de la demande et la rente du consommateur : J. MARTIN. 


Revue de Il’ Institut de Sociologie 
No. 1, 1950. Le probléme de l’élite ouvriére a la lumiére de la psychologie 
moderne: P. L. Reynaup. De la Relativité du Savoir sociologique : 
G. Gortety. JInterdiction, liberté et organisation de la gréve : A. Dovucy. 


Revue de l’ Institut International de Statistique 
Vou. 18, Nos. 1/2, 1950. On the Sampling of Physical Materials: W. E. 
Deminc. The Use of Sampling Methods in National Income Statistics 
and Social Accounting: J. R. N. Stones, J. E. Urtrne and J. Dursin. 
Analyse de la mortalité infantile : J. BouRGEOISs-PIcHAT. 


Schmollers Jahrbuch fiir Gesetzgebung, Verwaltung und Volkswirtschaft 

Vout. 70, No. 5, 1950. Hegel, der Historismus und die Dialektik : F. Bitow. 
Uber die Relativitat der GSkonomischen Freiheit: H. Speruine. Die 
Bedeutung der Frau fiir das heutige betriebliche Berufsleben : J. JOHANNES- 
ogg Die puritanische Revolution und die Leveller-Bewegung (II): 
W. JAHN. 


Zeitschrift fiir die Gesamte Staatswissenschaft 

Vou. 106, No. 4, 1950. Gegenstand und Wesen der Wirtschaftswissenschaft : 
von einer mechanischen Wissenschaft zu einer Wissenschaft vom Menschen : 
J. Marcuat. Johann Heinrich v. Thiinen und die moderne Wirtschafts- 
theorie: E. Carrty. Keynesianische Nationalékonomie und Anti- 
Inflations-Politik : A.T. PEacockx. Kredit und Produktion : O. Kraus. 
Volkseinkommensschichtung und Verbrauch: G. LenscHow. Die vor- 
und frithgeschichtliche Forschung als Propddeutik der Volkswirtschaftslehre : 
G. WottHEm. Das Recht als Aufgabe des Juristen : F. DARMSTAEDTER. 
Gibt es eine Inkomptabilitat fur die Mitglieder der Gesetzgebungsorgane 
nach dem Grundgesete : H. Kntcrr, 
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Wirtschaft und Statistik 
Vor. II, No. 6, SzpremMBer 1950. Usual Statistical Information. Monthly 
statistical supplement. 
Vet. II, No. 7, OctoBER 1950. Usual statistical information. 
Vou. II, No. 8, NovEMBER 1950. Usual statistical information. 


Wirtschaftsdienst 

Vor. 30, No. 10, OctoBer 1950. Die europdischen Marktforschungs- 
institute tagten in Rapallo: C. Kaprerer. Zusammenarbeit und 
Konkurrenz in den europdischen Bemiihungen um die Dollarmérkte. 

Vout. 30, No. 11, NovemBER 1950. Zwischen Gruppen- und Staatsinteresse : 
K. H. Prerrer. Die Genossenschaften als Element einer neuen Wirt- 
schaftsordnung : H. D. Ortires. Die Preisbildung fiir Boden und thre 
Bedeutung fiir den Wohnungsbau : E. ARNDT. 


Europa-Archiv 

Vou. V, No. 19. Die Grundlinien der sowjetischen Geschichtsschreibung im 
Zeichen des Stalinismus, 1, Teil. Mussolinis Uberfall auf Griechenland 
im Oktober 1940. Einkommensschichtung und Lebensstandard in Gross- 
britannien. 

Vou. V, No. 20. Die Grundlinien der sowjetischen Geschichtsschreibung im 
Zeichen des Stalinismus 2, Teil. Die britische Aussenpolitik seit 1945. 
Europdische Auswanderung und Binnenwanderung in der Nachkriegszeit. 
Sie strukturellen und staindigen Ursachen der Arbeitslosigkeit in Belgien. 
Coudenhoves Projekt einer Kontinentalféderation (Karls-Bund). 

Vou. V, No. 21. Die deutsche Europapolitik vor der Entscheidung. 
Schumanplan und Atlantikpakt, 2, Teil. Die fiinfte Tagung des Atlanti- 
krates in New York im September 1950. Soziale Arbeit in der freien 
Welt. Lage und Aussichten der Wirtschaft West-Berlins. Die Grund- 
ype der sowjetischen Geschichtsschreibung im Zeichen des Stalinismus, 
3 Teil. 

Vou. V, No. 22. Schumanplan und Ailantikpakt, 3 Teil. Energie- und 
Bewdsserungsprojekte in der Sowjetunion. Franz Kafka. 

Vou. V, No. 23. Der ‘‘ Colombo-Plan.”” Neue Projekte der sowjetischen 
Wasserwirtschaft. Der ‘** Petsche-Plan.” Psychische Hygiene. 


Bayern in Zahlen 
Vou. IV, No. 9, SEPTEMBER 1950. Usual information. 
Vox. IV, No. 10, OcroBEeR 1950. Usual information. 


Zeitschrift fiir Okonometrie 


Vou. I, No. 1, June 1950. Wesen und Bedeutung der Okonometrie: J. 
TINBERGEN. Betrachtungsweisen und Massstibe in der Okonomie: F. 
ZEUTHEN. Zur Grundlegung der Konjunkturtheorie: W. KELLNER. 
Recent Developments in Welfare Economics: I. M. D. Lirttx. Die 
Bedeutung der Nachfrage- und Angebotselastizitat fiir die Marktform : L. J. 
ZIMMERMAN. Das Wachstum der Eisenbahnen : F. MOTHEs. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vout. XXIII, No. 9, SzpTemMBER 1950. Die wirtschaftliche Lage vor dem 
vierten Preis-Lohn-Abkommen. Das vierte Preis-Lohn-Abkommen. Die 
wirtschaftliche Lage in Osterreich. Die Rohstoffmarkte im dritten Quartal 
1950. Osterreichische Wirtschaftszahlen. Internationale Wirtschaftszahlen. 

Vou. XXIII, No. 10, OcrospeR 1950. Die wirtschaftliche Lage in Osterreich. 
Entwicklung der wichentlichen Arbeitszeit in der Industrie. 

Vou. XXIII, No. 11, NovemBer 1950. Die wirtschaftliche Lage in Oster- 
reich. Der Bundesvoranschlag, 1951. Osterreichische Wirtschaftszahlen. 
Internationale Wirtschaftszahlen. 


De Economist 
Jony—Avaust 1950. De economische terminologie in het Nederlands : 
F. J. Ds Jonax. A plea for the application of two principles in the 
use of Dutch in economic specialist literature. (1) Write tech: do 
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not take over, untranslated, foreign specialist terminology. (2) Formu- 
late clearly and in a manner free from ambiguity. Each term should 
have one and not more than one sharply defined meaning; each concept 
should have its own term. The article is an amplification of these 
——a with illustrations of what is involved and of what should be 
avoided. 

SEPTEMBER 1950. Herniewwde discussie over oude vragen: J. ZIJLSTRA. 
A reply to, and a comment on, a previous article by Greidanus (March 
1949), dealing with Dr. Zijlstra’s book on rapidity of circulation of 
money. The old questions submitted to a ‘“‘ renewed discussion ’’ are 
the nature and value of money. Twee werken over de hedendaagse 
economie: P. HenNipMAN. A critical commentary on two recent 
American books, purporting to survey current and recent economic 
theory, viz., A Survey of Contemporary Economics (edited by H. 8. 
Ellis) and Twentieth Century Economic Thought (edited by G. Hoover). 

OcroBER 1950. De Japanse katoenindustrie: W. Krorse. ‘The 
writer was authorised, under a Supreme Command Allied Powers In- 
struction, to carry out an investigation of Japanese Textile Industries. 
In fact, for various reasons, the enquiry was confined to the cotton 
industry. The visit took place in late 1949. The enquiry was not 
limited to the technical side, but considered the structure of the industry, 
and other factors affecting its efficiency. The present article (to be 
continued) gives some account of the origin and development of the 
industry, the degree of concentration attained, its location and its 
organisation generally. Hernieuwde discussie over oude vragen: J. 
ZiststRA. The ‘‘renewed discussion of old questions,’ continued 
from the September number, resolves itself into a criticism of certain 
aspects of the monetary theories of Dr. Greidanus, with special reference 
to his volume on ‘‘ The Value of Money.” The points dealt with in 
more detail are: (i) Greidanus’ view that ‘‘ the most essential function 
of money is not buying but being held at command in order to be able to 
act as buyer if the opportunity offers’; (ii) Greidanus’ views as to the 
relationship between the level of interest and the value of money; and 
(iii) Greidanus on the Quantity Theory of Money. 

NOVEMBER 1950. Professor Hicks on the Trade Cycle: J. TINBERGEN. A 
generally appreciative summary and review of Professor Hicks’ recent 
work on trade-cycle theory. He criticises, however, the central place 
assigned to the acceleration principle; and doubts are also expressed 
regarding the interpretation of the lower turning point as a kind of 
equilibrium situation. De Japanse katoenindustrie: W. KRoxseE. 
The conclusion of the article, begun in the previous number, on the 
cotton industry in Japan. The questions dealt with include: technical 
equipment, tests of efficiency and costs, the extent of the danger of 
dumping and (at considerable length and in various aspects) labour 
conditions. The writer adds a section in which a number of general 
conclusions are drawn from the survey. 


Aussenwirtschaft 


Vou. 5, No. 3, SEPTEMBER 1950. Betrachtungen zur Aussenwirischafts- 
politik: H. Bacumann, A. BossHarpt and E. Ktne. Wdhrungs- 
politische Zwischenbilanz: A. BossHarptT. L’Union européenne des 
Paiements: J. Perrenoup. Zur Krise in den schweizerische-amerikan- 
ischen Handelsbeziehungen : E. Kine. Der Kampf gegen monopolistische 
Stérungen des freien Handels : F. HaUSSMANN. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vou. 86, No. 5, OcroBER 1950. Die Konkurrenz als Organisationsprinzip 
der Wirtschaft: E. Bouter. Die Leistungen des Konkurrenzsystems 
und seine Bedeutung ftir die Wirtschaft unserer Zeit: W. A. JOuR. 
Probleme der amerikanischen Finanz- und Wdhrungspolitik 1940-1950 
und der Douglas Committee Report: F. LUToxr. 
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Société de Banque Suisse 
ButteTIn No. 3, 1950. Orientation nouvelle de la politique économique 
des Etats-Unis. De Véconomie de paix a l'économie de guerre. 


Giornale degli Economisti e Annali di Economia 

Vor. IX, Nos. 7-8, Juty-Avucust 1950. La distribuzione del reddito 
nazionale: P. Luzzatro Freiz. Sulla “ diseguaglianza dei redditi’’ 
nelle ipotesi paretiane: F. GriaccarpI. Un modello semplificato di 
relaziont @t mercato: P. Casticuiont. Alcune osservazioni su un 
vecchio tema: V. AnGIoLtIniI. Di alcune caratteristiche del realismo 
politico di Machiavelli: V. E. Atrtert. Del “ iurare in verba magistri ” 
come categoria di critica economica : G. DEMARIA. 


Economia Internazionale 


Vou. III, No. 3, Aucust 1950. The International Trade Charter and the 
Principle of Non-Discrimination: H. W. Arnot. On the Validity of 
the Principles of the ‘‘ Foreign Trade Multiplier” Theory : L. FEpERIctr. 
Some Aspects of Foreign Aid and Development: S. E. Harris. Die 
Integration der V olkswirtschaften als dynamisches Problem: W. HOFFMANN. 
L’équilibre par la planification internationale : R. Mosst. La Suisse et 
Véquilibre économique international: W. E. Rapparp. A Note on 
Multiplier, Flexible Exchanges and the Dollar Shortage : W. F. STourer. 


L’ Industria 
No. 3, 1950. Alcuni dati sull’immigrazione italiana in Brasile: G. 
Mortara. Dalla ‘‘ Relazione generale 1949” alla ‘* Relazione generale 
1950” : F. Dit Fenizio. Per il cinquantenario dei “‘ Principii” di 
Marshall: J. A. ScHUMPETER. 


Critica Economica 
No. 3, 1950. Appunti su problemi practici dell’accertumento dei reddita 
mobiliari: C. Coscrant. Sulla tariffa doganale. Relazione presentata 
dalla minoranza della Commissione Parlamentare : A. PESENTI. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vou. IV, No. 6, NovEMBER 1950. The International Bank for Reconstruc- 
tion and Development : E. R. Buack. 


Banca Nazionale del Lavoro (Quarterly Review) 

Vor. III, No. 14, Juny-SepremsBer 1950. Economy and Sociology : 
C. Grint. Wage Rates, Credit Expansion and Employment: F. A. and 
V. C. Lurz. Italian Agriculture in the Framework of the New Customs 
Tariff: P. AtBErTaRIO. The Railway Problem in Italy: G. DELLA 
Porta. 


Italian Economic Survey (The Association of Italian Joint Stock 
Companies) 
SEPTEMBER—OCTOBER 1950. Five Years Later. The Italian Economic 


Situation. 
Nationalekonomisk Tidsskrift 

No. 5, 1950. Measurements of Productivity: F. Citaussen and H. N. 
SkapE. A survey of the work of the United States Bureau of Labour 
Statistics on labour productivity. The methods used are described 
in some detail. Some Remarks on the Reports by a joint Scandinavian 
Committee on the possibilities of establishing a Scandinavian Customs 
Union: Hans P. Gorrrx. The assumption of the report that the 
autarkic effects would outweigh the free trade effects may not be 
correct. Its assumption that quantitative trade controls will be 
abolished makes some of its argument rather irrelevant. Economic 
co-operation cannot work without a high degree of co-operation in 
political matters. The Elections for the Upper House as a Strategic 
Game: Gustav LreunsacH. Since there are secondary elections 
each party knows how many votes it has in each of the six electoral 
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districts. It often happens that a party in one —— will give its 
votes to another party in return for that party’s support in another 
district. There is proportional representation, and for any coalition 
in a given district which votes together (when the other parties form 
another coalition) the number of seats it will obtain is determined. 
Since the sum of the number of seats obtained by each coalition equals 
the total number of seats in the district we have the characteristic 
function for a zero sun game. The elections of 1932, 1920 and 1939 
are considered as examples. The author claims to show that in the 1920 
election the Conservatives and the Social Democrats did not behave 
nationally ! On the Number of Degrees of Freedom in Economic Models : 
Sven Dang. A simple expository article & la Frisch. 


Index 


SEPTEMBER 1950. The Swedish Automobile Industry and Trade. Sweden's 
Trade with the United States. 


Skandinaviska Banken Aktiebolag Quarterly Review 
Vout. XXXII, No. 4, OcroBer 1950. Probiems of World Economy Before 
and After Korea: Per Jacossson. Foreign Trade Philosophy: B. 
SreGBAHN. Consumer Credit in the United States: J. M. CHAPMAN. 
The Third International Summer School. A Policy of Dearer Money? 
The Economic Situation during the Third Quarter of 1950. 


Moneda y Crédito 
No. 33, June 1950. Las ciencias econdémicas, ciencias morales y politicas : 
M. LEGENDRE. Recuperacién, independencia e integracién econdmica 
europea: A. G. ORBANEJA. Ll profesor Schumpeter y el provenir del 
sistema econémico : F. EstarPé. 


El Trimestre Econémico 
Vou. XVII, No. 3, Juty-SEPTEMBER 1950. El problema agrario del Peri : 
E. Frores. La relacidén de intercambio de los paises de América Latina : 
J. AnumaDA y A. Natar. LE precio del café y la politica monetaria : 
E. M. BeRnsTEIN. Reflexiones sobre el ciclo periférico : A. L. INARRITU. 
Factores econdémicos que afectan la conservacién de los recursos naturales : 
S. V. Crrracy-WantRUP. 


Revista de Economia 
Vou. III, No. 2, June 1950. El gran inventdrio de la riqueza nacional : 
Barpem, B. Ayaua, F. Casapo y G. Diaz. Subsidios para o estudo dos 
termos fundamentais da Economia Portuguesa (II): J. ALARCAO. 
Vou. III, No. 3, S—pTreEMBER 1950. Recent Experiences in Social Account- 
ing: J. B.D. DerxKsen. Sobre e teoria elementar do ensaio de hipdteses : 
G. DE CaAsTRO. 


Revista Brasileira de Economia 
Vou. 4, No. 2, June 1950. Lord Keynes e a Teoria da Transferéncia de 
Capitais: KR. DE Otriverra Campos. Comparabilidade Internacional 
das Estatisticas da Renda Nacional: J. B. D. DeRKsEeN. Método de 
Cdlculo do Desenvolvimento Econémico Aplicado ao Brasil: V. lL. 


MARRAMA. 
Statistical Bulletin of Israel 
Vot. 1, No. 8, AuGust-SEPTEMBER 1950. 


Revue de la Faculté des Sciences Economiques de V Université d’ Istanbul 


Vou. 10, No. 1-4, OcTOBER 1948 to Juzy 1949. La généralisation de la 
o General Theory”: F. Perroux. Répercussions économiques sur le 
budget financier : H. Lavrensurcer. Le développement de l’agriculture 
est la condition inaéclinable du développement économique: G. U. Part. 
Causalité mécanique. Essai de rapprochement entre Durkheim et Ham- 
lein: Z. F. nang Hypothéses néo-classiques et hypotheses 
keynésiennes : O. OKYAR. 
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Statisztikai Szemle (Hungarian Text) 

June-JuLy 1950. The Capitalist System in Modern Agriculture (Transla- 
tion of an article by Lenin). The National Income of the Soviet Union : 
A. I. PETROV. Reflections on the Ariicle, “ The Struggle against Bureau- 
cracy in Statistics” : I. TétTH. The Plan for Teaching Statistical Theory 
in Colleges of the Soviet Statistical Administration: V. CHERMENSKIY. 
Guiding Principles in the Conduct of Statistical Administration : G. Jak6. 
Observations on the Elaboration of Statistical Rules: V. KanprevAn. The 
Falsifications of Hungarian Bourgeois Statistics. Cost Accounting in the 
Internal Practice of Enterprises: G. ZELTZER. Certain Questions of 
Industrial Statistics. University Teaching in Hungary, 1949/50: G. 
Totnal. Population Increases under Capitalism and Socialism. Ameri- 
can Statistics of Unemployment. 

Avucust 1950. Report of a Conference on Methodology in the U.S.S.R. 
Central Statistical Administration. Hungarian Harvest Results: A. 
Mév. The Unity of Theory and Practice in Statistics: J. R&pDEI. 
Material Balances in the National Economic Plan: A. Kursxty. Indices 
for the Measurement of the Economic Quality of Road Transport: J. 
GaLGéczl. 

DrecEMBER 1950. The Budget Debate on the Central Statistical Office: K. 
Kiss. The Struggle for Marxism—Leniniem in Statistics. Accounting and 
Planning in 1951: J. Viucsex. Some Problems in Health Statistics : 
G. Somoeyi. Statistical Method in Collective Farm Amalgamation: A. 
Lisxinp. Industrial Statistics in 1951: L. Ottk. Factory Statistics 
and the Direction of Enterprises : A. Koretn. Certain Cultural Statistics 
in the First Three Quarters of 1950. 


Voprosy Ekonomiki (Russian Text) 

No. 7, 1950. For the Critical Development of Economic Science. The 
Enlargement of Collective Farms : An Important Reserve for the Develop- 
ment of Communal Livestock Breeding: M. Tsynxov. The Korean 
Nation in the Struggle for Freedom, Independence and a Unified Democratic 
State: E. PicipevsKaya. The Ruhr—Lotharingen Cartel: An Arsenal 
of the Warmongers : D. Metnrxov. Socialist Property in the U.S.S.R. : 
A. ARraxetIAN. Methods of Calculating Capital: D. ANDRIANOV. 
Socialist Emulation for a Complex Economy: M. Epstein. Austria 
under the Scourge of American Monopolies : U. KLEMAROV. 

No. 8, 1950. T'he Economic Problems of the Transition Period in the Works 
of Lenin, 1917/18 : I. GuapKov. A Stakhanovite Plan for Raising the 
Productivity of Labour and the Use of Internal Production Reserves in the 
Kauchuk (Rubber) Factory: I. Manvetov. Some Problems of the 
Efficiency of Protective Afforestation : P.Vasttev. The Currency Dictator- 
ship of the U.S.A. and the Plan for the West European Payments Union : 
F. Mrxuatevskty and T. Kotosova. The American Policy of Militarisa- 
tion and Fascistisation of Japan: K. Erpus. The Improvement of the 
Material and Cultural Level of the Workers’ Life is a Law of the Develop- 
ment of Socialist Society: A. ZHuKovskt. The Calculation of the Turnover 
of Capital : N. OvcuinnIkov. Theory Divorced fron. Practice: G. Ercut. 
Pen on the State-Capitalistic Tendencies in the Development of 

onopoly Capitalism. Collective Forms of Stakhanovite Work. 

Noe 10, 1950. Questions on the Economics of Capital Ornstruction: B. 
Soxotov. Acceleration of Production Processes in the Ural Engineering 
Plants: A. Ertmov. Latest Methods in Organising Equipment Repair in 
Electric Power Plants: A. ZarKko. Peculiarities and Advantages of Mass 
Production Methods in the U.S.S.R.: A. Bottyansky. The Chinese 
Communist Party’s Agrarian Policy: E, Kovatyov. The Impoverish- 
ment of the Working Class in Western veg & G. GRIGORYEY. 
Socialist Organisation of Labour in the U.S.S.R.: A. LYAPIn. 


Planovoye Khoziaistvo (Russian Text) 
No. 5, 1950. The Works of J. V. Stalin on Problems of Linguistics and the 
Tasks of Economic Science: 8. Karranov. The Great Natimal Con- 
struction Projects of the Stalin Epoch: 8. Zrux. A New Upsurge in 
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Irrigated Agriculture: S. Demipov. The Organisation of Internal 
Economic Accounting at the Molotov Automobile Works at Gorki: N., 
Gotovan. The Marshall Plan and the Aggressive Currency Policy of 
Wall Street: M. Pottaxov. A Conference of Presidents of Planning 
Commissions of Provinces, Territories and Autonomous Republics held 
by the R. S. F. S. R. Gosplan : M. Urinson. 


Probleme Economice (Roumanian Text) 


No. 9, SEPTEMBER 1950. The New Territorial Economic and Administrative 
Regions—A Factor in the Construction of Socialism in Roumania: P., 
BELLE. Towards the Better Utilisation of Basic Funds in Industry ; 
I. Marcovicr. The Nature of the Distribution of the Social Product in 
Conditions of Socialism: A. Lyapin. The Struggle of the Korean People 
for Liberation from the Colonial Yoke: I. DANcanu. John Maynard 
Keynes—the Economist of Moribund Capitalism: I. RacumutH. In- 
tensification of the Struggle Against Bourgeois Influence in Co-Operatives : 
D. GRINDEA. 


Kyoto University Economic Review 
Vou. XX, No. 1, Aprit 1950. Malthus’s Theories in Classical Economics : 
S. Kisurmoto. Foreign Capital and the Japanese Capitalism after 
World WarI: Y. Hors. 


The Shogyo-Keizai Ronso (Journal of Business and Economic Science) 
(In Japanese) 


Vor. XXIV, No. 1, DecempBer 1949. Logical Aspects of Multilateral 
Trade: K.Jyosmma. Legal Character of the Public Corporation in Japan 
and its Social Basis: T. Ikecaxi. A Dynamics of Economic Growth 
and Foreign Trade: K. Kriracawa. On the Method of Hicksian Eco- 
nomics (2); an introductory interpretation of his economic statics: R. 
Tsust. A Critical Observation on O. Lange’s ‘‘ Price Flexibility and 
Employment”: S. Mizuno. Long-term Equilibrium and Economic 
Development : T. SH1onoya. On Foreign Trade Terms : E. Hasutmoto. 

Vou. XXIV, No. 2, Marcu 1950. Hconomic Development and Qualitative 
Changes of Enterprisers : 8. Saxat. T'wo Critical Observations on Mathe- 
matical Expressions in Economic Theories: Y. YaMaGaTa. Logical 
Aspects of Multilateral Trade (2): K. Jyoustma. Cost Accounting 
Theory and Policies of an Enterprise : K. Gotou. 





NEW BOOKS 
British 


Acton Society Trust. Accountability to Parliament. Claygate, 
Surrey : The Acton Society Trust, 1950. 83”. Pp.33. 2s. 


(This paper discusses the currently available methods of securing public 
accountability of nationalised industries. The authors maintain that Parlia- 
mentary control has not so far proved satisfactory and emphasise the inconsistency 
of pressing both for decentralisation of administration and for close day-to-day 
supervision by the legislature. Certain suggestions are made for improvements 
on the present system, but the general conclusion is that the problems involved 
are more fundamental than has commonly been recognised.] 


Batocu (T.). Germany: an experiment in “ Planning ’’ by the 
“Free” Price Mechanism. Oxford: Basil Blackwell, 1950. 8}”. 
Pp. 72. 3s. 

{Anything that Mr. Balogh writes is certain to be lively and controversial. 
This pamphlet is no exception. His purpose is to castigate all who have sought 
to attribute German recovery mainly or exclusively to currency reform. He 
shows that, quite apart from currency reform, the upward trend of production, 
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in consequence of improved raw material and fuel supplies, would have reached 
pretty well the levels achieved, and that, if allowance is made for under-the- 
counter production coming to light, the upward trend may even have fallen. 
Mr. Balogh argues vigorously the social injustices and the evil economic con- 
sequences of the plan adopted. He argues equally vigorously the paradox of 
deflationary policies in a country with the standards of life and the shortages 
of capital from which Germany suffers. But, as so often, Mr. Balogh seems to 
spoil a good case by extravagances of statement and exaggerations of con- 
demnation.] 


BiaGBuRN (C. H.). Costs and Returns From Barley Production on 
28 Farms in the South of England in 1949. Reading: University of 
Reading Department of Agricultural Economics, 1950. 104”. Pp. 10. 
28 


[The farms analysed were divided into two groups, large, mainly arable, farms 
and smaller mixed farms. The former showed a rate of surplus of receipts over 
costs per acre over 50% higher on average than the latter, the reasons being both 
higher yield and lower cost (especially harvesting cost). The average value of 
receipts per acre for all farms in the sample was £23 17s. ld., and the average 
surplus £9 16s. 1d.] 


BRESCIANI-TURRONI (C.). Economic Policy for the Thinking Man. 
London: William Hodge, 1950. 84’. Pp. vi + 304. 2ls. 
[To be reviewed.] 


BripGEs (SiR EpwarpD). Treasury Control. University of London: 
The Athlone Press, 1950. 83". Pp. 30. 2s. 


[Sir Edward Bridges gives in this Stamp Memorial Lecture a brilliant account 
of the evolving position and influence of the Treasury over the last forty years. 
Ho covers, indeed, far more than most of us before the war would have envisaged 
as Treasury Control. He is concerned, for the war-time and post-war years, 
with the whole making of detailed economic policy in the Departments and its 
integration into an internally consistent economic poiicy at the centre. Since 1947, 
the Treasury has recovered the effective economic control. But what. is 
abundantly clear from Sir Edward Bridges’ authoritative account is that Treasury 
Control to-day is something utterly different in concept, and far less negative in 
character and technique, when compared with the “‘ saving of candle-ends ”’ 
which (as he reminds us ) Mr. Gladstone described as ‘‘ very much the measure of a 
good Secretary to the Treasury.’’] 


Brown (W. Rosson) and HowE.i-Everson (N. A.). Industrial 
Democracy at Work, a factual survey. London: Pitman, 1950. 9”. 
Pp.x + 104. 12s. 6d. 


(This report is the result of an extensive inquiry into the experience of near] 
600 British undertakings in the field of industrial democracy at factory level. 
The results of joint consultation are found to be satisfactory, though it appears 
that there is a decided limit to the amount that can be achieved by these means. 
The inquiry did not yield very much material on profit-sharing schemes, and the 
experience of co-partnership was on the whole not encouraging in the under- 
takings surveyed. A general criticism that may be made of the scope of this 
inquiry is that no specific reference is made to the _ that is or may be played 
by trade unions, and to the relationship generally between industrial democracy 
in an individual factory and in an industry as a whole.] 


Burton (P. W.), Kreger (B.) and Gray (J. B.). Advertising 
Copywriting. London: Nicholas Kaye, 1950. 10’. Pp. xvi + 496. 
358. 


[A full, clear text-book for the young man or woman aspiring to an advertisin 
career, especially helpful for its practical account of the different jobs in the fiel 
and detailed analysis of what makes good advertising copy. -authored by 
three Americans (one professor of advertising and two members of large advert- 
ising agencies), its numerous illustrations and entire emphasis are American, with 
the exception of a chapter on British Advertising Law and Regulations added to 
the English edition. Those seeking light on American merchandising methods 
might find parts of this simple, readable description of a more general interest.] 
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CHALONER (W. H.). The Social and Economic Development of 
Crewe, 1780-1923. Manchester University Press, 1950. 84”. Pp. 
xx + 326. 30s. 

[To be reviewed.] 


CoopEr-Witis (E.). Towards Equality : a study of the ownership 
of wealth. London: Fabian Publications and Victor Gollancz, 1950. 
8”. Pp. 26. ls. 

[A lively and interesting discussion of the present inequality of capital owner- 
ship in the United Kingdom, and of the means by which it might be corrected. 
Estimates are given to show that although the degree of incquality has been 
reduced since 1939, the extent of the reduction has not been great. The author 
argues that death duties are capable of dealing with inherited wealth, and that 
the accumulation of large fortunes by saving is now prevented by the level of 
taxes on income. It is suggested tentatively that such fortunes as are now 
built up in the life time of individuals derive mainly from capital gains, 7.e., by 
appropriation of the saving of others, and that a capital-gains tax is therefore an 
urgent necessity. It is a pity that the author does not discuss the far-reaching 
implications of a question raised by his argument, namely whether the state will 
not have to assume the ownership of a large part of the national capital if private 
fortunes are to be eliminated.] 


Devens (A. H. R.). Principles of Market Research. London: 


Crosby Lockwood, 1950. 83”. Pp. 254. 15s. 
[To be reviewed.] 


Devons (E.). Planning in Practice—Essays in aircraft planning 
in war-time. Cambridge University Press, 1950. 84”. Pp.8 + 231. 
10s. 6d. 

[To be reviewed.] 


Duntop (JoHn T.). Wage Determination under Trade Unions. 


Oxford : Basil Blackwell, 1950. 84”. Pp.11 + 230. 20s. 

[A welcome English reprint of this well-known work, the original edition of 
which was reviewed by Mr. Dobb in this JourNaL in December 1944. A brief 
new preface contests the popular belief that under collective bargaining wage 
determination is essentially a political process and is incapable of explanation in 
economically rational terms.] 


EnxE (S.) and Sauera (V.). International Economics. FEondon: 
Dennis Dobson, 1950. Pp. xvi + 731. 30s. 
[To be reviewed.] 


Harrop (R. F.). The life of John Maynard Keynes. London: 
Macmillan and Co., 1951. 9. Pp. xiv + 674. 25s. 
[To be reviewed.] 


INSTITUTE OF ACTUARIES. Proceedings of the Centenary Assembly 
of the Institute of Actuaries. Vol. I, Pp.190. Vol. II, Pp. 367. Vol. 
III, Pp. vii + 396. Cambridge University Press (for the Institute 
of Actuaries), 1950. 9”. 


[The Institute of Actuaries celebrated during June 1948 the centenary of its 
foundation. These three handsome volumes contain a full record of the speeches, 
papers and discussions that were contributed by a large gathering, drawn from 
many countries. The subjects discussed cover the whole range of matters 
relevant to the life, training and work of an actuary. They touch the more 
general problems of economics at many points, such as investment policy, social 
insurance, demography, probability and mathematical statistics. On all these, 
and many other subjects, there are papers by authors of distinction and repute, 
which deserve attention.] 
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Jouns (J. R. H.). Metropolitan Government in Western Australia. 
Crawley, W. Australia: University of Western Australia, 1950. 10”. 
Pp.4+ 78. 5s. 6d. 


[A study of local government functions, administration and finance in Perth 
and Fremantle.] 


Labour and the Constitution. Sydney: Fabian Society of N.S.W., 
1950. 8}”. Pp. 24. Is. 


[This pamphlet traces the origins and provisions of the Australian Constitution 
and argues that in its present form it is a buttress of conservatism and an obstacle 
to all social change. The difficulties of securing a revision are great, but need 
not be insurmountable. The current controversy on the Anti-Communist Bill 
is not discussed, and it would be interesting to know whether the authors consider 
it an example of the “ tactical advantages which the present constitutional position 
occasionally offers ”’ by which ‘‘ Labour must not allow itself to be deflected from 
the policy of constitutional change.’’] 


LEUBUSCHER (CHARLOTTE). The Processing of Copra, Oil Palm 
Products and Groundnuts. London: Imperial Institute, 1949. 94”. 
Pp. 45. 1s. 6d. 


[This study of the processing of certain tropical raw materials has been 
prepared by Dr. Leubuscher under the aegis of the Colonial Economic Research 
Committee. The British Colonial Territories have a large share in the total 
output of these oil products. It is natural, therefore, to ask why there has 
been little development of processing in the Colonial Territories themselves. 
It is important, of course, to distinguish between processing products for home 
consumption and processing those for export. As regards the latter, the balance 
of economy appears to lie ordinarily in shipping the crude products. The waste 
materials have a large market in the importing countries as cattle food and for 
other purposes. The crude products are not, therefore, ‘‘ weight-losing’”’ in 
any considerable degree. The finished products are more difficult and expensive 
to ship than the crude products. There are undoubted economies of operating 
large processing units in the consuming countries, with considerable flexibility 
in their use of different types of oil-seeds. For these reasons a great growth of 
local processing seems unlikely.]} 


Linpsay (P.) and Groves (R.). The Peasants’ Revolt, 1381. 
London: Hutchinson, 1950. 9”. Pp. 184. 18s. 

[This well-produced and attractively illustrated book is an account of the 
social and economic background .! the Peasants’ Revolt and a history of the 
Revolt itself, interpreted as a spontaneous uprising of both rural and urban 
proletariat against the intolerable oppression of ‘‘ ruthless churchmen, rapacious 
merchants and a corrupt Court.” The book is addressed to the general reader, 
not to the scholar; and it makes a lively narrative. However, although the 
authors have read widely, the use to which they put “heir sources is often such 
as would not be countenanced by the serious historian.] 


Lovepay (A.). The Only Way. London: William Hodge, 1950. 
8}". Pp. xvi + 221. 12s. 6d. 
[To be reviewed.] 


Macrrop (I.) and Maupeg (A.) (Ed.). One Nation (A Tory 
Approach to Social Problems). London: The Conservative Political 
Centre, 1950. 8}”. Pp. 96. Is. 


[The views advanced in this booklet by nine conservative M.P.s are broadly 
those associated with the name of Mr. R. A. Butler, who contributes a foreward.] 


Moraan (E. V.). The Study of Prices and the Value of Money. 
London : George Philip and Son, Ltd. (for the Historical Association), 
1950. 7”. Pp. 26. 2s. 6d. or 1s. 3d. for members of the H.A. 

(This useful phlet is primarily addressed to students of history, but it 
should also be of service to undergraduates in their first year at economics. It 
explains first the nature of price index numbers and stresses the various limita- 
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tions to which their use is subject, especially for comparison of periods separated 
by long distances of time. This is followed by a brief survey of the course of 
prices in Britain from the earliest times down to 1914, with an account of the main 
sources from which the statistics are derived. It might perhaps have been 
desirable in this connection to have emphasised more the unsatisfactoriness of 
the existing material even for the nineteenth century, and to have pointed out that 
the Silberling, Jevons and Sauerbeck indices are all heavily weighted with im- 
ported primary products. Some of the explanations that have been advanced of 
the trends of price history in the earlier centuries are discussed, but Professor 
Morgan wisely steers clear of the controversies that have exercised economic 
historians about the causation of price-movements since 1830.] 


Pace (A. T.). Pennies for Health. Birmingham: The British 
Hospitals Contributory Schemes Association, 1949. 8}”. Pp. 91. 
13s. 3d. 

(This is a brief account of the history of the Voluntary Hospitals and a tribute 
to those who have supported them and made possible their work. ‘‘If their 
labours have now largely been overtaken by the march of political events, their 
great achievement will stand as a monument to voluntary service.’’] 


PaisH (F. W.). The Post-War Financial Problem, and other 
essays. London: Macmillan, 1950. 84’. Pp. 263. 15s. 


[To be reviewed.] 


Picou (A. C.). Keynes’ General Theory, a retrospect. London: 
Macmillan, 1950. 74”. Pp. 68. 6s. 
[To be reviewed.] 


RotuscuitpD (K. W.). The Austrian Economy since 1945. 
London and New York: Royal Institute of International Affairs, 
1950. 84”. Pp. 82. 7s. 6d. 

[To be reviewed.] 

Rowss (A. L.). The England of Elizabeth. London: Macmillan, 
1950. 84”. Pp. xv + 547. 25s. 

[To be reviewed.] 


Russet (R. 8.). Surplus or Shortage ?—A Survey of the Com- 
modity Situation. London: Empire Economic Union, 1950. 8}’. 


Pp. 16. 

[A survey of the supply situation of the main primary products, with emphasis 
on the desirability of increasing United Kingdom purchases from Empire sources. 
The author’s main conclusion, that supplies are sufficient to justify extensive 
relaxation of government control of buying and of distribution, has been largely 
rendered obsolete by subsequent events. ] 


The Socialist Party and War. London: Socialist Party of Great 
Britain, 1950. 7”. Pp. 100. Is. 


[An analysis of the causes of war in broadly Marxist but anti-Communist 
terms. War between nations can never benefit the working-class and Marx 
erred in supposing that exceptions existed to this rule. With the advent of 
socialism war will cease; however, no socialist state yet exists. The British 
Labour Party is not moving towards socialism but towards state capitalism, a 
system established in mature form in the Soviet Union.] 


Stewart (N.). Background to New Hungary. London: Fore 
Publications, 1950. 8”. Pp. 29+ 10. ls. 

{A survey of the political and economic problems facing the new regime in 
Hungary and of its successes in dealing with them. A statistical appendix is 


provided, but as it is not explained which of the production figures quoted relate 
to actual achievements and which to targets it is difficult for the reader to assess 


the resulis.]} 
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TuorNneE (W. J.). Banking. London: Oxford University Press, 
1948. 63”. Pp. 160. 5s. 

[This pleasantly-written little book succeeds in conveying in a comparatively 
short space a great deal of information about the Bank of England and the 
joint-stock banks. The approach is severely institutional, which in practice 
means largely historical. The presentation is somewhat unbalanced by the 
limited attention given to the relationship between the banks and other parts 
of the financial system, but concentration on banks as institutions does lead to 
the inclusion of much useful material often omitted in more ‘‘ monetary ” accounts 
of banking. The book includes a brief but interesting chapter on banking laws, 
a rather outdated discussion of the future of banking and an unjustifiably 
Anglophile description of banking abroad.] 


TINBERGEN (J.). The Dynamics of Business Cycles. A study in 
economic fluctuations. London: Routledge & Kegan Paul, 1950. 
84". Pp. x + 366. 25s. 

[To be reviewed.] 


United Kingdom Overseas Investinents 1938 to 1948. London: 
Bank of England, 1950. 10”. Pp. 33. 2s. 


[The statistics provided in this document are designed as a continuation of the 
series of studies prepared under the direction of Lord Kindersley and published 
inthe Economic JOURNAL in each year from 1929 to 1939. The estimates cover the 
nominal capital value of, and the dividends and interest distributed on, the 
overseas investments of United Kingdom residents through the medium of securi- 
ties known to the London Stock Exchange. The nominal capital value of 
United Kingdom investments of this nature had by 1948 fallen by 45% of the 
total at the beginning of the war. In addition to the summary figures, separate 
tables are given for government and municipal loans, for United Kingdom- 
registered companies and for companies registered abroad, and these are further 
classified by country and by type of company, with distinction between share 
capital and loan capital.) 


U.K. Petroleum Industry. Statistics relating to Consumption and 
Refinery Production, 1938, 1948 and 1949. London: Petroleum 
Information Bureau, 1950. 10”. Pp. 8. 


[Tables are given showing refinery production of the various petroleum 
products, and the quantity of them and their substitutes consumed in the United 
Kingdom in the years indicated, classified according to the nature of the use.] 


Whitaker’s Almanack, 1951. London: J. Whitaker & Sons, 1950. 
7h". Pp. 1156 + xxiii. 12s. 6d. 

[This year’s edition has been further expanded. The section on Customs and 
Excise duties, Stamps and Taxes has been restored, and new features include 
matter relating to the Festival of Britain and to the results of the General 
Election.] 

Witson (T.) and AnpreEws (P. W. 8.) (Ed.). Oxford Studies in 
the Price Mechanism. Oxford: Clarendon Press, 1950. 94”. Pp. 
15 + 274. 21s. 

[To be reviewed.] 

Wricut (S. F.). Hart and the Chinese Customs. Belfast: W. 
Mullan (for the Queen’s University), 1950. 94”. Pp. xv + 949. 45s. 

[To be reviewed.] 


American 


Accounts and Taxes. A partial record of the first Kentucky 
Institute on Accounting and Tax Practitioners’ Forum. Lexington, 
Kentucky : University of Kentucky, 1950. 84". Pp. 97. 


[Seven papers by different authors on various aspects of accountancy. The 
conference at which these papers were read had special reference to the relation 





228 THE ECONOMIC JOURNAL [MARCH 


between accountancy and federal tax practice, but several of them are of more 
general interest.] 


ARNOLD (T. W.) and Others. The Future of Democratic Capitalism. 
Philadelphia: University of Pennsylvania Press (London: Geoffrey 
Cumberlege), 1950. 84”. Pp. 112. 16s. 

[To be reviewed.] 


Baoxk (K. C.). The Indiana Gross Income Tax. Lexington, 
Kentucky : University of Kentucky, 1950. 84”. Pp. 114. 


[This monograph analyses what is in effect a sales tax or gross receipts tax 
relied on by the state of Indiana for a large part of its revenue. The conclusion 
reached is that, although it is convenient, because highly productive, and is 
not impracticable administratively, the tax is subject to grave objections on the 
score of equity.] 

Brapy (R.). Crisis in Britain. Plans and achievements of the 
Labour Government. Berkeley and Los Angeles: University of 
California Press (London: Cambridge University Press), 1950. 9”. 
Pp. xii + 730. 37s. 6d. 

[To be reviewed.] 


Burr (Susan S.) and Serre (EvizaBeta B.). A Statistical Study 
of Regulation V Loans. Washington: Board of Governors of the 
Federal Reserve System, 1950. 9°. Pp. 7 + 74. 


[A statistical analysis of the scheme operated in the United States during the 
war providing for Government guarantee of war production and contract termina- 
tion loans made by commercial banks and other financing institutions.] 


CapMAN (J. W.). The Corporation in New Jersey. Business and 
Politics, 1791-1875. Cambridge, Mass.: Harvard University Press 
(London: Geoffrey Cumberlege), 1949. 83”. Pp. xvi + 462. 48s. 


[The first part of this careful and elaborate study surveys the development of 
public policy in New Jersey with respect to business corporations in general and 
discusses the legal and political questions that were involved in the course of this 
evolution. In the second part the charters granted to individual corporations are 
analysed to shed light on more detailed questions of business organisation, such as 
capital structure, the relationship between stockholders and directors, ete. Dr. 
Cadman stops short of the period when the laxity of New Jersey legislation had 
made it notoriously the leader in the inter-state competition for the business of 
chartering corporations; but he shows that this development was a natural 
sequel to events before 1875.] 


CaRPENTER (J. T.). Employers’ Associations and Collective 
Bargaining in New York City. Ithaca, New York : Cornell University 
Press (London: Geoffrey Cumberlege), 1950. 9”. Pp. xiii+ 419. 36s. 


[This is the story of the big union and the smallemployer. It tells how small- 
scale employers in the manufacturing, distributive and service trades in New 
York City have formed associations to match the bargaining strength of the 
unions formed by their workers. It was formerly the worker who was faced with 
the take-it-or-leave-it contract, but the formation of big unions in trades and 
services in which the employing unit is small has reversed the position. The big 
union has no time to bargain individually with a multiplicity of small employers. 
The small employer, faced with the alternatives of accepting a standard contract 
dictated by the big union or forming an association to negotiate an agreement, 
has, although it seems with reluctance, accepted the latter. The book gives 
examples of successful group collective bargaining and successful administration 
of the resulting agreements. It suggests too a growing recognition on the part 
both of employers and unions of the advantages of such methods, at least for 
small-scale industry and commerce. The general picture, however, is still far 
from willing acceptance of group collective bargaining. Indeed, not the least 
interesting part of the book is the account it gives of the tactics and dodges 
employed on occasion by either side to escape the statutory obligations of col- 
lective bargaining and to undermine the strength and organisation of its opponent. 
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The pattern of collective bargaining in New York City is complicated. It 
involves more than 400 employers’ associations and 1,100 local unions and varying 
combinations of them for bargaining and administrative purposes. The problems 
encountered and the methods adopted in obtaining and analysing material from 
an adequate sample of such a multiplicity of sources are described in an appendix 
to the book.] 


CHAMBER OF COMMERCE OF THE UNITED States. Policies and 
Controls in a War-Burdened Economy. Washington, D.C. : Chamber 
of Commerce of the U.S., 1950. 9”. Pp. 21. 25 cents. 

[This U.S. Chamber of Commerce pamphlet argues that fiscal and monetary 
measures should be relied on to the greatest possible extent to meet the inflationary 
tendencies created by rearmament and that the minimum use should be made of 
direct controls.]} 


CHAMBER OF COMMERCE OF THE UNITED STATES, COMMITTEE ON 
Economic Poricy. The Welfare State and the State of Human 
Welfare. Washington: Chamber of Commerce of the U.S., 1950. 
9”. Pp. 60. 50 cents. 


[The existence of the former is held to be inimical to the latter for reasons 
that will be familiar to readers of other U.S. Chamber of Commerce publications.] 


CLEMENCE (R. V.) (Ed.). Readings in Economic Analysis. Vol. I. 
General Theory. Pp. xi+ 131. Vol. Il. Prices and Production. 
Pp. xi-+ 259. Cambridge, Mass.: Addison-Wesley Press Inc., 1950. 
-. 

[These two volumes are made up of thirty-one articles reprinted photo- 
graphically from the journals where they originally appeared. The articles 
have been chosen not merely for their individual merits but also with a view to 
providing a representative selection of journal literature for purposes of under- 
graduate instruction in economic theory. The editor’s intentions are so strongly 
pedagogical that he has even at one stage (see Vol. II, p. x) omitted an article 
on the grounds that it summed up too clearly the controversy to which it was 
addressed ! The result is a most interesting selection. The first volume is on 
the whole more successful than the second; in the latter too much space seems 
to be devoted to some rather ephemeral recent American literature which will 
not stand comparison with the classics by Viner and Sraffa that are adjoining. 
Every reader will probably have his own ideas about ways in which the selection 
could be bettered, but few will wish to deny that Professor Clemence has done 
a fine job.] 


Cowles Commission for Research in Economics. Report for Period 
July 1, 1949-June 30, 1950. University of Chicago Press, 1950. 9”. 
Pp. 47. 


[An account of the work completed and in progress during the last year.] 


Dickinson (F. G.) and Braptry (C. E.) in co-operation with 
Carcitt (F. V.). Comparisons of State Physician-Population Ratios 
for 1938 and 1949. Chicago: American Medical Association, 1950. 
114". Pp. 14. 

[A statistical analysis of the number of physicians per 100,000 persons in each 
State in the United States. The conclusion reached, subject to various qualifica- 
tions, is that physicians in private practice, including both general practitioners 
and specialists, were more evenly distributed in relation to population in 1949 
than in 1938.] 


Dickinson (F. G.) and We.ker (E. L.). Survey of Blood Banks 
in the United States and Possessions—A Report to the Committee on 
ng Banks. Chicago: American Medical Association, 1950. 114”. 

'p. 35. 
[This contains a list of the blood banks in the United States and a brief 


statistical survey of their aggregate capacity and of their methods of 
administration.] 
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Frus (H.) (Ed.). Scandinavia between East and West. Ithaca 
and New York: Cornell University Press (London: Geoffrey 
Cumberlege), 1950. 9”. Pp. 10 + 388. 36s. 


[This set of essays by different Scandinavian and American authors is designed 
to provide in one volume a presentation of the most important features of the 
social, political and economic systems of Scandinavian countries. The means by 
which personal freedom and a large measure of state control are enabled to co-exist 
form the theme running through the whole. Different chapters deal with external 
trading relations, government economic planning, industrial relations, social 
welfare, housing, co-operation, adult education, foreign policy and political 
institutions. ] 


GaRNETT (A. CAMPBELL). Freedom and Planning in Australia. 
Madison: University of Wisconsin Press, 1949. 8’. Pp. x + 331. 
$4.00. 

[This brightly-written and well-arranged account of Australian political 
and economic institutions is addressed to an American public and devotes special 
attention to American analogies to Australian problems. It includes chapters 
on labour relations and arbitration schemes, on social services and on nationalisa- 
tion, and concludes with a survey of the current policies of the three leading 
political parties. ] 


GinzBERG (E.). A Pattern for Hospital Care. Final Report of 
the New York State Hospital Study. New York: Columbia Uni- 
versity Press (London: Geoffrey Cumberlege), 1949. 9’. Pp. 
xxiv + 368. 36s. 


[A comprehensive survey of the economic and administrative problems of 
voluntary general hospitals in New York State.] 


Howarp (Sister J. M.). Some Economic Aspects of the St. 


Lawrence Project. Washington D.C.: The Catholic University of 
America Press, 1949. 9”. Pp. 10 + 172. 


[A doctoral dissertation of the Catholic University of America.] 


INKELEs (A.). Public Opinion in Soviet Russia. A study in mass 
persuasion. Cambridge, Mass.: Harvard University Press (London : 
Geoffrey Cumberlege), 1950. 8”. Pp. xviii + 379. 32s. 6d. 


[To be reviewed.] 


JENNINGS (R. W.). Taxation of Thoroughbred Racing. 
Lexington, Kentucky: University of Kentucky, 1949. 9”. Pp. 
8+ 116. $1.00. 

[This includes a survey of the economics of horse-racing in general, in addition 


to Faery an analysis of the various taxes that are imposed on the industry in 
different States in the United States.] 


KuEmw (L. R.). Economic Fluctuations in the United States, 
1921-1941. New York: John Wiley (London: Chapman & Hall), 
1950. 9”. Pp. ix +174. 32s. 


[To be reviewed.] 
Koopmans (T. C.) (Ed.). Statistical Inference in Dynamic Eco- 
nomic Models. Cowles Commission for Research in Economics, 


Monograph No. 10. New York: John Wiley (London: Chapman 
& Hall), 1950. 94”. Pp. 438. 48s. 


[To be reviewed.] 
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Levitan (Sar A.). Ingrade Wage-Rate Progression in War and 
Peace. Plattsburg, N.Y.: Clinton Press, 1950. 84”. Pp. 8 + 141. 
$2.50. 

[This is a study of the experience of the National War Labour Board in 
reconciling the differences between labour and management on the problem of 
how remuneration of individual employees should be determined when the wage 
agreement in force provided for a range of wage-rates for each particular grade of 
workers instead of a single rate. The unions favoured automatic progression 
within each grade on the basis of seniority ; employers usually held that the rate 
paid should be regulated according to merit and that the assessment of merit in 
each individual case was entirely within the discretion of management.] 


Link (Eprta M.). The Emancipation of the Austrian Peasant 
1740-1798. New York: Columbia University Press (London : 
Geoffery Cumberlege), 1949. 9”. Pp. 204. 16s. 

[This monograph analyses the position of the Austrian peasantry at the 


accession of Maria Theresa, and describes the reforms undertaken or attempted 
by her and by Joseph II.]} 


Lockyer (C. R.). Kentucky Taxes Affecting Life Insurance. 
Lexington, Kentucky : University of Kentucky, 1950. 84’. Pp. 68. 


[A comparative study of the practice in this matter in Kentucky and other 
American States. Both legal and economic aspects are considered.] 


MENDERSHAUSEN (H.). Dollar Shortage and Oil Surplus in 1949- 
1950. Princeton, New Jersey: Princeton University Press, 1950. 
9”. Pp. 34. 

[To be reviewed.] 


MorGENSTERN (0.). On the Accuracy of Economic Observations. 
Princeton University Press (London: Geoffrey Cumberlege), 1950. 
10”. Pp. 101. 12s. 6d. 

[To be reviewed.] 


NusssBaum (A.). Money in the Law National and International. 
grep N.Y.: The Foundation Press, Inc., 1950. 94”. Pp. 
32 + 618. 


[This treatise is based on the author’s Money in the Law, published in 1939. 
Book One discusses different types of money and their legal status, and goes on to 
deal with debts and the problems raised in debtor-creditor relations by currency 
fluctuations. Book Two, which has mostly been written since 1939, deals with 
international aspects, and contains sections on exchange control and post-war 
international monetary institutions. A great wealth of learning is in evidence 
throughout.] 


Pan AMERICAN UNION, Division or Economic Researcu. The 
Peruvian Economy. Washington, D.C.: Pan-American Union, 1950. 
10". Pp. 10 + 279. $1.00. 


(This study is divided into two parts. The first, comprising the greater 
part of the book, describes the structure of the Peruvian economy, mainly in 
statistical terms. The second discusses the functioning of the system and its 
main problems. It is emphasised that Peru, in common with many other Latin 
American countries, is at a turning point in its development. Exports no longer 
constitute the dynamic force that they did at an earlier date, and the further 
progress of the economy will be largely bound up with the development of 
internal markets. ] 


The Security of the Middle East. A problem paper. Washington, 
D.C.: Brookings Institution, 1950. 9”. Pp. 66. 60 cents. 

[This pamphlet analyses the present political situation in the Middle East 
(defined as consisting of Greece, Turkey, Iran, the Arab States and Israel) and its 
historical background, and sets forth the alternative courses of policy which it is 
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open to the United States to pursue in this sphere in the light of the doctrine that 
‘a threat to peace and security anywhere in the world is a threat to American 
security.’’] 


Sexznick (P.). TVA and the Grass Roots. A study in the 
sociology of formal organization. Berkeley and Los Angeles: Uni- 
versity of California Press (Cambridge University Press), 1949. 9”. 
Pp. ix + 274. 288. 


[This monograph is a characteristic specimen of that type of American study 
which re-writes the whole philosophy of economic democracy in terms of one 
minute and rather unimportant application of it. The author describes it, in 
a sub-title, as a Study in the Sociology of Formal Organization, and the dust-jacket 
tells us that it is ‘‘an empirical analysis of an organization, its policy in action, 
and its interaction with other structures to discover if the original objectives 
of the legislative act which created the agency are carried out in its ultimate 
character. The study formulates some underlying tendencies likely to inhibit 
democratic processes in the agencies of a welfare state.” It is, therefore, not 
wholly surprising that, by the time we reach the final chapter of conclusions, 
grass is almost wholly forgotten and obscured. Indeed, grass roots are, so to 
speak, a character in this Ibsenesque tragedy which is always just off the stage, 
but never quite appears on it. The author argues that the grass-roots theory 
became a protective ideology; by adopting it, the TVA ‘‘ was able to stand as 
the champion of local institutions and at the same time to devise a point of view 
which could be utilised in general justification of its managerial autonomy 
within the federal system ”’.] 


TRAYLoR (O. F.). The Whiskey Production Tax in Kentucky, 
1933-1947. Lexington, Kentucky: University of Kentucky, 1949. 
9”. Pp. 53. 50 cents. . 

[An analysis of the history of the tax, its place in the state revenue system and 
its effect on the segment of the distilling industry subject to it. The tax is distinct 
from that imposed on the consumption of whiskey.] 


Umer (M. J.). The Economic Theory of Cost of Living Index 
Numbers. New York : Columbia University Press (London : Geoffrey 
Cumberlege), 1949. 9”. Pp. 106. 15s. 

[A re-writing and expansion of an article in the Journal of the American 
Statistical Association for December 1946, with some additional material of no 
great importance save to transform a pamphlet into a book. The empirical 
evidence presented seems scarcely adequate to support the conclusions.] 


Indian 


Hoveu (ELEANOR M.). The Co-operative Movement in India; its 
relation to a sound national economy. Second edition. Calcutta and 
London: Geoffrey Cumberlege, 1950. 8}”. Pp. xxi + 402. 25s. 


[This is a new, second, edition of a book that was first published in 1932 and 
reviewed by Professor Findlay Shirras in the Economic JourNAL of June 1933. 
The general structure of the book remains, throughout the first three-quarters of 
the volume, relatively unchanged, but at every point it has been brought up to 
date, and the final sections, evaluating the successes and failures of co-operation in 
India has been very completely revised. It is now to all intents and purposes a 
new and up-to-date book, which will be most useful to all who wish to draw on the 
lessons of past Indian experience in this field.] 


Mawagan (Y.S.). Industrialisation of Karnatak. Hubli, India: 
R. V. Sirur, Karnatak Chamber of Commerce, 1950. 74”. Pp. 
16 + 240. Rs. 3-4-0. 

[A survey of the potential industrial resources of the Karnatak undertaken on 
behalf of the Karnatak Chamber of Commerce. Though the area is industrially 


backward, it is argued that the physical resources are capable of considerable, 
and profitable, development! 
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PanrkK4R (K. M.). Population Problems. Chidambaram, India : 


Annamalai University, 1950. 84". Pp. 8. 


[This is the text of an address delivered at the inauguration of a new Institute 
for Population Studies at Annamalai University. The author, who has recently 
become familiar to many as one of the few remaining links between East and 
West, is now India’s Ambassador to the Republic of China. The address makes 
no claims to great originality, but it reminds one of the stupendous growth of 
Indian population—a growth from about 150 millions to nearly 400 millions in a 
century—and the limit set by population growth to the urgent problem of the 
amelioration of Indian poverty. Sardar Panikkar puts special emphasis on the 
geographical maldistribution of Indian population, and stresses that measures 
to diminish local over-population have frequently been frustrated by unwillingness 
to move. The reader is reminded once again that over large tracts of Asia the 
Malthusian devil is very far from chained.] 


RESERVE Bank OF INpIA. Review of the Co-Operative Movement 
in India, 1946-1948. Bombay: K. Sarvothama Rao for the Reserve 
Bank of India, 1950. 84". Pp. 134. 

[This review of the Indian co-operative movement has been prepared by the 
Agricultural Credit Department of the Reserve Bank of India. It covers 
the period of partition as well as of transition from war to peace. Many of the 
co-operative institutions have felt severe strains, and some have required govern- 
ment support if they were to survive. In other cases where the movement was 
almost moribund before the war drastic intervention has been necessary. The 
review ends by stressing the importance of training, both for officials and for 
members of societies, if the movement is to grow and develop in the direction of 
co-operative marketing, consumers’ co-operation and industrial co-operation, as 
many would hope that it will.] 


Sovani (N. V.). Economic Relations of India with South-East 
Asia and the Far East. New Delhi: Indian Council of World Affairs 
(London : Geoffrey Cumberlege), 1950. 84”. Pp. 137. 11s. 6d. 

[This nt was originally prepared, at the request of the Indian Council 
of World Affairs, for the India-American Conference held in December 1949. It 
deals almost wholly with the trade between India and the various countries of the 
Far East and with the Indian emigration to Ceylon, Burma and Malaya. It 
contains a number of most useful statistical tables as well as valuable discussion of 
the prospects of long-term developments and of the comparative advantages and 
disadvantages of India and their probable effects on Indian economic structure. ] 


French 
BrocuiEr (H.). Finances Publiques et Redistribution des Revenus. 
Paris: Librairie Armand Colin, 1950. 9}”. Pp. 20 + 239. 400 frs. 
[To be reviewed.] 


Davin (L. E.). Les Finances de 1939 & 1945—Vol. II. 
L’Allemagne. Paris: Librairie de Médicis, 1949. 9”. Pp. 378. 


[To be reviewed.] 


Fourastif& (J.). Le Grand Espoir du XX° Siecle, 2nd edition. 
righ Presses Universitaire de France, 1950. 9”. Pp. xxiii + 220. 
rs. 


[To be reviewed. ] 


LAUFENBURGER (H.). Les Finances de 1939 & 1945—Vol. I. La 
France. Paris: Librairie de Médicis, 1947. 9”. Pp. 185. 
(To be reviewed.] 
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LEsrRET (L. J.) and Sauvef (J.).. Pécheries Mondiales et Marché 
du Poisson. Vol. I. Paris: Presses Universitaires de France, 1950. 
94”. Pp. 265. 

[A regional survey of fishing industries throughout the whole world. The 
book is more an exercise in economic geography than applied economics, for 
its authors have concentrated on the compilation of detailed statistics of annual 
catches of all species of fish, and have not sought to examine the economic 
significance of the industry. A useful holder at the end of the book contains 
some twenty-seven maps of the most important fishing areas. ] 


Macaup (C.). L’Equilibre Economique & travers la pensée 
moderne. Paris: Société d’Edition d’Enseignement Supéricur, 1950. 
94”. Pp. 199. 

[To be reviewed.] 


Marantz (M.). Le Plan Marshall, Succés ou Faillite? Paris: 
Marcel Riviére, 1950. 9”. Pp. 268. 320 frs. 


[A straightforward, almost racy account of the evolution of the European 
Recovery Programme. The author favours an Atlantic community as the 
political concomitant to economic aid, for ‘‘la ‘ Pan-Europe ’ & peine inventée, 
devient un anachronisme—‘ ]’Amérique seule’ est une absurdité.’’] 


ParistaDEs (Nicoxas). Essai sur les Relations entre Le Chomage, 
Le Salaire, Les Prix, Le Profit. Paris: Presses Universitaires de 
France, 1949. 93”. Pp. 182. 360 frs. 


[To be reviewed.] 


Weiter (J.). Problémes d’Economie Internationale. Paris: 
Presses Universitaires de France, 1950. 94’. Pp. 333. 800 frs. 


{In this, the second volume of M. Weiller’s treatise on problems of inter- 
national trade, the author turns from theoretical discussion to a consideration 
of the new international financial institutions established since the late war. 
After an exhaustive review of post-war problems of international finance ranging 
from Bretton Woods to the Marshall Plan, M. Weiller summarises and comments 
on the recent revisions of the Classical theory of international trade as found, 
for instance, in Paul Samuelson’s article in the June 1948 number of this JouRNAL.] 


Belgian 


JacquEMyns (G.). Opinions des Belges au sujet de la loi sur 
alcool, du permis de conduire et de l’assurance obligatoire, des devoirs 
& domicile, du coat de la vie, du relévement de l’Allemagne. Brussels : 
Institut Universitaire d’Information Sociale et Economique, 1950. 9”. 
Pp. 45. 

[To be reviewed.] 


German 


Bouza (H.). Grundriss einer systematischen Wirtschaftslehre. 
I. Band. Stuttgart und Kéln: W. Kohlhammer, 1947. 9”. Pp. 
320. 


[To be reviewed.] 

Bouza (H.). Grundsitzliches zur Staatlichen Finanzund Steuer- 
politik. Stuttgart und Kéln: W. Kohlhammer, 1950. 8”. Pp. 45. 

[To be reviewed.] 
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BonnER (J.). Strukturwandlungen und Nachkriegsprobleme der 
Wirtschaft Osterreichs. Kiel: Institut fiir Weltwirtschaft, 1950. 8”. 
Pp. 64. 


[To be reviewed.] 


BrinkMANN’ (C.). Wirtschaftsformen und  Lebensformen. 
Tubingen: J. C. B. Mohr, 1950. 9”. Pp. 549. DM 26.80. 
[To be reviewed.] 


Evucken (W.). Die Grundlagen der Nationalékonomie. Berlin : 
Springer, 1950. 9”. Pp. 17 +279. DM 18.60. 

[The sixth edition of Professor Eucken’s well-known book has been chosen 
as the first volume of & new series of treatises on Economics and Politics. It 
appears almost simultaneously with the English translation of this book by 
T. W. Hutchison and published by Wm. Hodge and Co. which is to be reviewed 
in this JourNaL. The paper and printing of this new German edition is of 
high quality.] 


GERLOFF (W.) and Neumark (F.). Handbuch der Finanzwissen- 
shaft. Tubingen: J.C. B. Mohr, 1950. 11”. Pp. 80. 
[To be reviewed. ] 


Gross (H.). Further Facts and Figures relating to the Deconcen- 
tration of the I.G. Farbenindustrie Aktiengesellschaft. Kiel: Institut 
fiir Weltwirtschaft, 1950. 114”. 


[This is a more elaborate sequel to the booklet by the same author published in 
1949 and noted in the Economic Joornat of June 1950. The earlier booklet is 
now incorporated as an appendix. The present work contains a survey in uni- 
formly rosy colours of I.G. Farben’s development up to 1945 and an account of 
the changes in the situation since the end of the war. The Allied High Commission 
Law No. 35, which at present regulates the administration of I.G. Farben assets, 
is reprinted and criticised. Some of the merits claimed for the concern’s pre-war 
administration, its generous policy towards employees, etc., have no particular 
bearing on the question of deconcentration, but the author’s main objective is to 
emphasise that on the one hand the degree of concentration existing before the 
war was dictated and rendered necessary by the pursuit of the economies of large 
scale and thai on the other hand the concern does not represent a potentially 
dangerous concentration of economic power, especially since the expropriation of 
the large parts of its former assets now situated in Soviet controlled territory. It 
is suggested that the reasons advanced by the Allies for special treatment of I.G. 
Farben no longer hold good since the conclusion of the Nuremberg Farben trial, at 
which the defendants were acquitted of all main charges, and that a modification of 
Allied policy is therefore requisite.] 


Kivue (Oskar). Die Grundlagen der Wirtschaftswissenschaft. 
I. Band. I. Halbband. Berlin: Verlag fiir Sozialwissenschaften, 
1950. 9”. Pp. 12 + 312. 

[To be reviewed.]} 


PavutsEn (A.). Neue Wirtschaftslehre. Berlin and Frankfurt : 
Franz Vahlen, 1950. 8’. Pp. 8 + 262. 
[To be reviewed.] 


Viability and Full Employment. A contribution to the task of 
economic reconstruction of Western Germany. Kiel: Institut fiir 
Weltwirtschaft, 1950. 114”. 


[To be reviewed.] 


WarFFENSCHMIDT (W.). Anschauliche Einfiihrung in die allgemeine 
und theoretische Nationalékonomie. Meisenheim: Westkulturverlag 
ap Hain, 1950. 9”. Pp. xvi + 223. Paper DM 12.80. Cloth 

14.80. 


[To be reviewed.] 
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WanDER (Hivpz). Strukturwandlungen und Nachkriegsprobleme 
der Wirtschaft Islands. Kiel: Institut fiir Weltwirtschaft, 1950. 8”. 
Pp.41. DM2. 


[To be reviewed.] 


WEBER (MARIANNE). Max Weber, ein Lebensbild. Heidelberg : 
Lambert Schneider, 1950. 9’. Pp. 779. DM 16.80. 
[To be reviewed.] 


Swiss 


Sacororr (S.). Wirtschaftsstatistik. Theorie der Interpretation. 
I. Teil. Quantitative Erforschung des gesamten wirtschaftlichen 
Prozesses. Berne: A. Francke, 1950. 9”. Pp. 176. S.fr. 16.50. 


[To be reviewed.] 


Dutch 


Kuipers (J. D.). Resale Price Maintenance in Great Britain (with 
special reference to the Grocery Trade). Wageningen: N. V. 
Drukkerij “ Vada,’’ 1950. 94”. Pp. 11 + 251. 

[To be reviewed.] 


ZIMMERMAN (L. J.). Geschiedenis van het economisch denken. 
The Hague : Uitgeverij Albani, 1950. 94”. Pp. 276. F. 8.90. 
[To be reviewed.] 


Italian 


Marco (D. pds). Le rivoluzioni italiane del 1848. Milan: Dott. A. 
Giuffré, 1950. 93”. Pp. 39. 


[A contribution to the ‘‘ Festschrift’ for Professor Gino Luzzatto. The 
author deplores that the Revolution of 1848 in Italy was not kept within purely 
political and national limits; the bringing in of the economic and social claims 
of the working class frightened the moderates and conservatives, who welcomed 
the return of the Austrians to suppress the liberal concessions which had been 
obtained.] 


SANTARELLI (A.). Occupazione totale e commercio con |’Estero, 
Padua: Cedam, 1950. 10”. Pp. 8+ 208. 9001. 


[A study of Full Employment and Foreign Trade, with an attempt to apply 
Keynesian theory to the problems of Italy.] 


Sorsi (U.). I fattori non mercantili in agricoltura—Loro ricerca 
ed influenza sui redditi aziendali nella proprieta contadina. Florence: 
Instituto di Economia e Politica Agraria, 1949. 93”. Pp. 50. 


[An investigation of non-commercial factors in agriculture, particularly their 
influence on the incomes of peasant small-holders.]} 


Danish 


BsERKE (K.). Omsztningen og Salgsprisen for Landejendomme 
1902-1942. Copenhagen: Arnold Busck, 1950. 94”. Pp. 98. Kr. 
6.00. 

[To be reviewed.]} 
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South American 


Brows (J.). Bibliografia sobre Ciclos Econémicos afio 1949. 
Buenos Aires: Universidad Nacional de Buenos Aires, 1950. 10”. 
Pp. 44. 


[An analytical catalogue of articles published in the princip&l economic 
journals of the world during 1949.] 


Viv6 (H.). El Empleo y la Poblacién Activa de Cuba. Havana: 
Asociacién Nacional de Industriales de Cuba, 1950. 94”. Pp. 88. 


[A detailed statistical study of employment, output and productivity in 
Cuba related to its growing population.] 


Egyptian 


Sarra (S.). Exploitation Economique et Agricole d’un Domaine 
Rural Egyptien. Cairo: Societié Farad 1* d’Economie Politique, de 
Statistique et de Legislation, 1949. 94”. Pp. 174. P.T. 40. 


[A statistical account of the rural area of Miniet el Sirig, which is situated 
in the Nile Delta.] 


Czechoslovakian 


ErsBan (E.). Budget of Peace and Social Progress. Prague : 
Orbis, 1950. 8”. Pp. 62. 

[An English version of the account delivered to the Social Policy Committee of 
the Czechoslovak National Assembly in March 1950 by the Minister of Labour and 
Social Welfare on the work of his department in 1949 and its plans for 1950.) 


Official 


BRITISH. 


CoLoniIAL OrFice. Colonial Research 1949-50. London: H.M. 
Stationery Office, 1950. 93%”. Pp.155. 3s. 6d. 


[This report includes sections dealing with the work of the Colonial Social 
Science Research Council and the Colonial Economic Research Committee. 
Included in the latter is a brief account of the economic research projects to 
which the latter Committee would work to give priority if properly qualified 
research workers can be found.] 


CotonmaL OrFicE. The Colonial Territories (1949-50). London : 
H.M. Stationery Office, 1950. 93”. Pp.8+ 158. 4s. 0d. 


[This report begins with a broad general survey of achievements, difficulties 
and failures. It proceeds next to the political and constitutional developments, 
and then goes on to economic development, colonial finance and social services. 
The chief Colonial crops are surveyed individually as are the methods of marketing 
and the trends of prices. Finally, some account is given of research work con- 
cerned with Colonial problems and of the work of the United Nations and of other 
bodies where they touch the fields of Colonial policy.] 


INTERDEPARTMENTAL COMMITTEE ON SoOcIAL AND Economio 
Resgearcu. Guides to Official Sources—No. 1. Labour Statistics. 
London: H.M. Stationery Office, 1950. 94”. Pp.5+ 38. Is. 3d. 

(This useful booklet, which was first published in 1948, has now been re-issued 


and revised to take account of the changes in the statistics of manpower and of 
the insured population brought about by the National Insurance Acts.] 
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REPORT OF THE INTERDEPARTMENTAL COMMITTEE ON SOCIAL AND 
Economic Reszarcu. London: H.M. Stationery Office, 1950. 94”. 
Pp.4+ 13. 6d. 

[The Committee whose work during the two years ending July 1950 is surveyed 
in this report is concerned with the economic and social research undertaken in 
government departments, and particularly with the relations between government 
departments and research workers in Universities and other non-official bodies, 
The present report contains much that is of interest and importance. Among the 
various activities of the Committee which it describes, special reference is made to 
the inquiries conducted into the research work carried out by the Ministry of 
Education and the Board of Trade, and into the materials for further research 
which are available in these two departments.] 


Union oF Soutu Arrica. ‘Twelfth Annual Report of the Registrar 
of Building Societies for the Period ended 31st December, 1949. 
Pretoria : Government Printer, 1950. 13”. Pp. 40. 4s. 6d. 


[A detailed account of the assets and liabilities of Building Societies in South 
Africa in 1949, with a general survey of the business transacted by them during 
the year. The statistics given for the most part go back to 1945, and in some cases 
comparison is also made with 1939.] 


AMERICAN. 


Counci. oF Economic ApvisersS. The Economics of National 
Defense. Fifth annual report to the President. Washington D.C. : 
U.S. Government Printing Office, 1950. 9”. Pp. 31. 20 cents. 


{It is sadly appropriate that this Fifth Annual Report by the Council of 
Economic Advisers should be called ‘‘ The Economics of National Defense.” 
It is in effect a study, in the context of the United States, of the problems of 
conducting a cold war. It is beautifully written, clearly argued, but yet to 
anyone familiar with our own Economic Surveys, curiously disappointing. For 
it is advice to the President rather than a statement of policies that have been 
approved by the Executive. The advisers are conscious, almost too conscious, 
that they are only economists, only advisers in one aspect of a rash and all- 
embracing problem and hesitant therefore to define policies, or set goals, or 
establish priorities. The qualitative arguments are beautifully presented. 
But somehow the report lacks the punch of quantitative statement of goals for 
defence action. ] 


THE Economic Co-OPERATION ADMINISTRATION. NintTH REporT 
to ConeRrEss. For the Quarter ended June 30, 1950. Washington, 
D.C.: U.S. Government Printing Office, 1950. 9”. Pp. 11 + 156. 
40 cents. 


[This quarterly report contains, in addition to the usual statistical matter, 
a valuable discussion of the effects of devaluation and liberalisation of trade in 
Europe and of the European Payments union.] 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. 
Firtu ANNUAL REporT, 1949-1950. Washington, D.C. : International 
Bank, 1950. 11”. Pp. 64. 

[The fifth annual report of the International Bank describes its activities 
in the year ending August 1, 1950. It also contains a brief review of the Bank's 
major operational policies. ‘‘ The Bank is convinced . . . that an increase in 
the volume of loans achieved at a sacrifice of the productive character of those 
loans would be of no real benefit to its members ”’ (p. 19).] 


Untrep Nations. Korea and the United Nations. Lake Success: 
United Nations (London : H.M. Stationery Office), 1950. 9”. Pp. 96. 
ls. 9d. 


[A history of the debates and actions of the Security Council on the Korean 
question from June 25 to September 7, 1950, together with a summary of the 
reports made during the same period by the United Nations Korean Commission.} 
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Unitep Nations. World Iron Ore Resources and their Utilization, 
with special reference to the use of iron ores in under-developed areas. 
Lake Success: United Nations (London: H.M. Stationery Office), 
1950. lls. Pp. 74. 6s. 


[To be reviewed.] 


INDIAN. 


Statistical Atlas of Bombay State (Provincial Part), 1950. Supple- 
ment Lstimates of Areas under Crops in Bombay State 1948-49. 
Bombay: Bureau of Economics and Statistics, 1950. 13”. Pp. 228 
and 59. Rs. 40. 


[The first edition of this Statistical Atlas was prepared in 1888 as an assistance 
in assessing the liability of particular districts to famine, the reasons for this, 
their accessibility for various relief measures, the condition of the population and 
to provide a rough forecast of the numbers that might require relief. It has been 
revised. at about twenty-year intervals ever since. The new edition is consider- 
ably enlarged and provides a very general conspectus of the geographical features ; 
the agricultural developments, the crops, irrigation, land tenures; the industrial 
development and the state and location of the various industries; the demographic 
and socialtrends. Itis richly provided with maps, tables and detailed appendices 
and is a very valuable work of reference for what we now have to learn to call 
Bombay State.] 


Ministry OF CoMMERCE, Government of India. Review of the 
Trade of India in 1945-46 and 1946-47. Delhi: Manager of Publi- 
cations, 1950. 94”. Pp. 241. 9s. 


[In addition to detailed tables of the import and export trade in each principal 
commodity there is a short survey of the conditions affecting the trade in general, 
with particular countries and for each major import and export.] 


THAILAND. 


CENTRAL SERVICE OF STATISTICS. Statistical Year Book of 
Thailand. No. 21. B.E. 2482 (1939-40) to 2487 (1944). Thailand : 
National Economic Council, 1950. 114”. Pp. 585. 


INTERNATIONAL. 


INTERNATIONAL LaspourR OrFicrE. lLabour-Management Co- 
operation in France. Geneva: International Labour Office (London : 
Staples Press), 1950. 93”. Pp. viii + 237. 7s. 6d. 


[This volume continues the series of I.L.0. publications on lanour-manage- 
ment co-operation of which earlier items were British Joint Production Machinery 
(1944) and Labour-Management Co-operation in United States War Production 
(1948). The present volume differs from its predecessors in being concerned with 

ace-time production. Attention is paid to labour-management co-operation 

th at national and at factory levels, and an extensive section is devoted to 
nationalised industries. Similar studies are contemplated for a number of other 
countries. ] 


INTERNATIONAL LaBour OrrFice. International Survey of Social 
Security. Geneva: International Labour Office (London: Staples 
Press), 1950. 94”. Pp. 236. 9s. 


[This survey of the social-security systems of forty-five States Members of the 
I.L.0. reviews and compares the main features of national systems, and sum- 
marises the legislation in each country. The discussion of the practice in 
individual countries is inevitably very brief, but the survey none the less 
constitutes a valuable work of reference. } 
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Unitep NATIONS. 


DePaRTMENT OF Economic Arrairs. International Capital Move- 
ments during the Inter-War Period. Lake Success: United Nations, 


1949. 9”. Pp. 70. 


(This is an excellent brief survey of long-term and short-term capital move. 
ments in the inter-war period. The treatment is mainly descriptive and 
analytical, but there is included a good deal of statistical material in a more 
convenient form than is elsewhere available. The analytical discussion is on 
a high level, even if most of the many interesting points raised are not altogether 
new. Special attention is paid to the changes that took place during the period 
in the nature of investment in backward countries. The disruption of inter- 
national trading relations in the 1930s not merely reduced the flow of inter- 
national long-term capital in aggregate, but also operated with unequal incidence, 
discouraging investments depending on multilateral trade for the transfer of 
returns and encouraging “direct” investment in manufacturing undertakings 
which could be made to sell a large part of their output in the lending country 
and so render possible the transfer of profits on the capital invested.] 
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